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To: SBWMA Board Members
From: Hilary Gans, Operations Contracts Manager
Marshall Moran, Finance Manager
Date: September 25, 2014 Board of Directors Meeting
Subject: Resolution Approving 2015 South Bay Recycling Compensation Application
Recommendation

Staff recommends the Board approve of Resolution 2014-21 attached hereto authorizing the following action:
e Approval of 2015 South Bay Recycling Compensation Application.

Exhibit A contains the “SBWMA Final Report - Review of 2015 South Bay Recycling Compensation
Application” for Board consideration.

Analysis

The recommended 2015 overall compensation adjustment for South Bay Recycling (SBR) is 1.3% which
compares favorably to last year's adjustment of 2.9%. The lower percent increase over the prior year is largely
due to the MRF Operators CBA cost adjustment reverting to an index based adjustment. For 2014, three CBA
contract costs were adjusted based on indexes. In 2015, all four contract costs are adjusted based on indexes.

Background
Each year, the SBR Final Rate Report is brought forward to the Board simultaneously with the Recology San

Mateo County (RSMC) Rate Report.

On July 1, 2014 SBR submitted a “2015 Compensation Application” report to the SBWMA as required under the
Shoreway Operations Agreement in Article 7.12 (which prescribes the process by which this application is
reviewed and the company’s compensation is approved). The SBWMA staff reviewed the SBR 2015
Compensation Application for completeness, accuracy and consistency and issued a “SBWMA Draft Report
Review of 2015 South Bay Recycling Compensation Application” on August 8" The SBWMA staff requested that Board
provide input to the SBR Compensation Application by August 29th, No comments were received from Board
Members and not changes to the Compensation Application were made.

It is important to note that the approved compensation for SBR will be part of the calculation to arrive at the 2015
tipping fees to be charged at the Shoreway Facility. The Shoreway tip fees are based on all the SBWMA
operating costs (composed of disposal and processing expense, franchise fees to City of San Carlos, SBWMA
program budget and debt service payments) less commaodity revenue. Disposal and processing expense based
on estimated Shoreway tipping fees are included as a pass-through expense in the calculation of each Member
Agency'’s total Revenue Requirement (shown as “Disposal and Processing Fees Expense” in Table 8, Exhibit A of
the SBWMA Report Reviewing the Recology San Mateo County 2015 Compensation Application) for setting solid
waste collection rates.
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Fiscal Impacts
The recommended 2015 overall compensation adjustment for SBR is 1.3% which compares favorably to last

year's adjustment of 2.9%. Details of SBR compensation can be found in Exhibit A: “SBWMA Final Report - Review
of 2015 South Bay Recycling Compensation Application.”

Attachments:
Resolution 2014 -21
Exhibit A - SBWMA Final Report - Review of 2015 South Bay Recycling Compensation Application
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A Public Agency

RESOLUTION NO. 2014-21

RESOLUTION APPROVING 2015 SOUTH BAY RECYCLING COMPENSATION
APPLICATION

WHEREAS, The South Bayside Waste Management Authority (SBWMA) prepared and issued to the
SBWMA Board of Director’s on August 8, 2014 the “SBWMA Draft Report on Review of 2015 South Bay
Recycling (SBR) Compensation Application” (Report); and

WHEREAS, SBWMA staff requested Board Member and Member Agency review of a Draft Report
concurrent with review of the “Draft Report on 2015 RSMC Compensation Application” and requested comments,
questions and concerns to be submitted by August 29, 2014; and

WHEREAS, SBWMA revised the Draft Report based on any comments received from Board Members
and Member Agencies and additional information provided by SBR and issued the Final Report (Exhibit A) to the
Board of Directors; and

WHEREAS, the Final Report recommends adjustments to SBR’s compensation from its 2014 base costs
to 2015.

NOW, THEREFORE BE IT RESOLVED that the South Bayside Waste Management Authority hereby
approves the “SBWMA Final Report on Review of 2015 South Bay Recycling Compensation Application”.

PASSED AND ADOPTED by the Board of Directors of the South Bayside Waste Management Authority, County of
San Mateo, State of California on the 25" day of September, 2014, by the following vote:

Agency Yes No Abstain | Absent | Agency Yes No Abstain | Absent
Atherton Menlo Park

Belmont Redwood City

Burlingame San Carlos

East Palo Alto San Mateo

Foster City County of San Mateo

Hillshorough West Bay Sanitary Dist.

| HEREBY CERTIFY that the foregoing Resolution No. 2014-21 was duly and regularly adopted at a regular meeting of

the South Bayside Waste Management Authority on September 25, 2014.

ATTEST:

Cyndi Urman, Board Secretary

Bill Widmer, Chairperson of SBWMA
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SBWMA FINAL REPORT
REVIEW OF

SOUTH BAY RECYCLING
2015 COMPENSATION APPLICATION

September 25, 2014
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SECTION 1. Background

A.  Shoreway Operations Agreement Terms

South Bay Recycling, LLC (SBR) was selected as the facility operator on April 23, 2009, and a final Shoreway
Operations Agreement (“Agreement”) was approved by the Board on July 23, 2009. Article 7 and Attachments
13-A and B of the Agreement prescribe that the SBWMA is responsible for conducting the annual review and
analysis of SBR’s compensation application due by July 1% each year. The SBWMA is charged with
performing a thorough review to ensure the application is complete and follows the proscribed compensation
adjustment methodology in the Operations Agreement to arrive at the recommended 2015 fees contained in this
report. This rate application provides the basis for adjusting SBR’s approved 2014 fees per ton for the rate year
of 2015. SBR is paid monthly based on the approved fees per ton times the actual number of tons processed and
transported.

B.  Calculation of Total Collection Revenue Requirement

The approved 2015 compensation for SBR will be bundled with all other SBWMA operating budget expenses
(e.g., disposal expense, franchise fees paid to the City of San Carlos, debt service, Agency program budget, etc.)
to set the 2015 Shoreway Tip Fees which are considered at the November SBWMA Board meeting each year.
No tip fee increases are planned at this time for 2015.

The 2015 Shoreway Tip Fees are the basis for setting Disposal Pass-Through Expenses in the Total Collection
expense which becomes part of the total Revenue Requirement for each Member Agency upon which it sets its
solid waste rates for 2015. These costs are described in detail in “Other Pass-Through Costs” in the 2015
Recology Draft Rate Report and are the result of the estimated tipping fees charged on projected tonnage
delivered to the Shoreway facility.

The figure below graphically shows how the Shoreway tipping fees are related to the calculation of the Member
Agency revenue requirements.

| SBWMA - TOTAL COLLECTION REVENUE REQUIREMENT INCLUDING SHOREWAY|

‘ SHOREWAY SETS TIP FEES

SBR Operating . Other Operating ) Commodity = | Revenue Requirement
Cost Costs Revenue
A

Disposal (Ox Mtn, etc.) Tip Fees set to meet:
Compost Processing 1) Revenue Requirement;
SBWMA Administration 2) Bond Covenants
Debt Requirements; and, 3)
Franchise Fees Paid to Reserve Funds Per
City of San Carlos Board Policy

COLLECTION COST & RATES |

Operating Cost to RSMC

Recolo ) Revenue Requirement
oy + Disposal at Shoreway | + A?A:y Fees | = venu au!

A

A

Disposal:
Estimated tons
x Shoreway Tip Fee

Customer Rates set by
each Agency to Meet
Revenue Requirement

Note: Simplified - for illustration only.
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C.  Description of Cost Components
As described in Article 7.03 of the Agreement, SBR’s basic compensation includes fees per ton for the three
core services provided:

Transfer Station Processing

Recyclable Materials Processing

Transportation

As described in Attachment 13-A of the Agreement, the above fee categories are each comprised of four distinct
cost components:

A. Labor Costs

B. Fuel and Power Costs

C. Depreciation Cost

D. Other Operating and Maintenance Costs

Three of these cost components (i.e., labor, fuel and power, and other operating and maintenance costs), in turn,
have subcomponents as follows:

A. Labor Costs
1. Wages for CBA labor (index)
2. Benefits for CBA labor (index)
3. Workers’ compensation insurance (CBA labor) (index)
4. Payroll taxes (CBA labor) (non-index)
5. Outside contracted workers from third-party sources (VRS) (index)
B. Fuel and Power Costs
1. Electricity (non-index)
2. Fuel (index)
C. Depreciation Cost (no adjustment)
D. Other Operating and Maintenance Costs (index)
1. Wages and benefits for non-CBA employees compensation insurance and payroll taxes
Wages and benefits for CBA clerical
Repair and maintenance expenses
Equipment rental expenses
Other vehicle-related expenses (e.g. licensing, taxes)
Insurance, safety and claims
Other general & administrative expense

No ok~ w

D. Cost Adjustment Process

Avrticle 7.05 and Attachment 13-A of the Agreement prescribes a detailed cost adjustment methodology.

A major goal for the Contractor selection process that was initiated in 2005 was to make the contractor cost
adjustment process more predictable and transparent. As a result, in the Agreement, most of the cost
adjustments were tied to standard indexes (i.e., CPI). This cost adjustment methodology is the basis for SBR’s
Rate Application submittal and the SBWMA staff’s subsequent review for completeness, accuracy, and
consistency with the requirements of the Agreement.

The cost adjustment process uses the approved SBR’s 2014 Fees as the basis for adjustment to the new 2015
Fees. As detailed in the Agreement, the adjustment process for the 2015 Fees structure is illustrated in the chart
on the next page.

SBWMA BOD PACKET 09/25/2014 AGENDA ITEM: 5A EXHIBIT A - p4



SBWMA - CONTRACTOR COST ADJUSTMENT PROCESS
Shoreway Operations Contract - SBR

2015 CONTRACTORS
BASE COST - 2014 ADJUSTMENT COMPENSATION
CBA: TS/MRF,
Mechanlcs,_Dnvers, & + Index = Base plus Adjustment
Clerical
(wages and benefits)
Other Cost + Index = Base plus Adjustment

Blend of actual PG&E rate &
ISH Solar rate

Profit calculated on total
Profit + adjustments at Operating Ratio = Base plus Adjustment
in Proposal

Contractor Pass-Through
Cost

Interest is fixed on sliding scale Annual Interest Expense
based on final capital cost per Interest Schedule

Interest

Actual cost reimbursed
Other (i.e., Buyback payments, new Actual Cost
regulatory fees, etc.)
TOTAL BASE
CONTRACTOR + Total of Above = Total of Above
COMPENSATION

Note: Simplified - for illustration only.

E. Commodity Revenue Sharing

The commaodity revenues from the recyclable materials processed at the Shoreway MRF are split between
SBWMA and SBR; SBR receives a share of the MRF commodity revenues as an incentive to maintain high
recovery and obtain the best commodity sales prices. SBR receives this Commodity Revenue Share only after
paying 100% of the commodity revenue to the SBWMA to fulfill the contractual obligation of the $5.5 million
Revenue Guarantee.

In year 2014, the Commodity Revenue Share to SBR was twenty-eight (28%) percent of the total commodity
revenue above the guarantee. As a result of the MRF’s high recovery in 2015, SBR is again eligible for an
increase share of commodity revenue based on a residue-reduction incentive program (see Article 7.07 of the
Agreement). In 2014, the residue rate remained at 7% and subsequently the revenue share remains at 28% in
2015. (Note: the actual value of the revenue share is not shown in this report, since it is based on all of 2014
actual tonnage and commodity revenue. It is estimated in the SBWMA annual budget and calendar year
projections). The revenue share to SBR for 2013 was $1,422,795.
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SECTION 2. South Bay Recycling 2015 Compensation Application

A.  Analysis of SBR 2015 Compensation Application

The SBWMA staff conducted the review of the SBR Compensation Application and worked closely with the
company to ensure that questions and concerns were answered and the final application was approved. Staff has
verified that the SBR Rate Application is complete and meets the requirements of the Agreement. The results of
the review and recommended rate adjustment are summarized in Table 1 below.

Table 1
2014 Year Payment/Ton vs. 2015 Adjusted Payment/Ton
Rate
South Bay Recycling 2014 Adjustment 2015
Operating Cost Total Cost Payment/Ton % Total Costs Payment/Ton
Transfer Station $ 4430873 (9% 12.39 1.6% $ 4502919 |$% 12.59
Recyclable Materials Processing, netof Residue | $ 5,680,286 | $ 76.74 1.7% $ 5778311 ($ 78.06
Transport (cost/ton-mile ) $ 6421734 $ 1.06 1.3% $ 6,508,106 | $ 1.07
Transport (cost/ton) - $ 17.95 1.3% - $ 18.19
Total Operating Cost $ 16,532,892 1.6% $ 16,789,336
Contractor Pass-Through Costs
Total Interest| $ 226,505 -13.3% $ 196,470
Buyback Payments Estmate| $ 1,322,230 0.0% $ 1,322,230
Total Contractor Pass-Through Cost $ 1,548,735 -1.9% $ 1,518,700
Total Compensation $ 18,081,627 1.3% $ 18,308,036
Note: The transportation Operating Cost line is shown as a cost/ton-mile

In aggregate, the recommended compensation adjustment for SBR is 1.3%, as compared to 2.9% in 2014.

The lower percentage increase is largely due to the expiration of one of the CBA’s (MRF and Transfer Station
Operators CBA expires 12/31/14) and the subsequent change in the Labor Cost adjustment switching from a
non-indexed to indexed adjustment. The other CBAs had expired in 2013 and reverted to index adjustment for
2014. (Note: the total costs shown in the above table are for illustration purposes only and are based on the
original tons as presented in the RFP. These tons do not vary in this report so that only the price impact is
shown. If the tons were changed from year to year, the true total cost change due to price only could not be
calculated. SBR is paid the approved fee per ton on the actual tons received at the Shoreway facility).

B.  Description of 2015 Compensation Adjustments
Costs in the current compensation application are adjusted primarily based on changes in indexes.
Cost categories are adjusted based on the following criteria:
- Labor Cost (CBA for Operators, Mechanics, Drivers, and Clerical) — adjusted by index
- Power Cost - adjusted based on the change in power rates
- Fuel Cost — adjusted by an index
- Other Operating Costs - various indices such as CPI
- Depreciation Cost- is not adjusted

The results of the index-based cost adjustments for the 2015 rates are summarized in Table 2 on the following
page. A summary of the cost adjustments for 2015 by all cost categories are summarized in Table 3 on page 6
of this report.
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Cost Adjustment for Index Changes

Table 2

COST CATEGORY

LABOR COSTS: CBAs Wages & Benefits

Index for Service-Producing Industries (seasonally adjusted, total compensation, series no.

(cis2015000000000i)

Avg. Index - April
% Change

2014 2013 2012 2011
119.78 117.55 115.33 112.88
1.89% 1.93% 2.17% 3.22%

LABOR COSTS: Workers Comp. anq Outside Contracted qukers from Third Party (VRS)

9 Index for Total All workers (not seasonally adjusted, total benefits, series no.
Cl1U2030000000000A).

FUEL

2014 2013 2012 2011
Avg. Index - April 120.50 118.07 115.90 112.08
% Change 2.06% 1.87% 3.41% 2.75%
COSTS: Fuel

Index: U.S. Department of Labor, Bureau of Labor Statistics, Producer Price Index - Commodity
Index for #2 diesel fuel (not seasonally adjusted, fuels and related products and power, series

2014 2013 2012 2011
Index 314.87 323.28 325.80 259.5
% Change -2.601% -0.78% 25.57% 26.93%

OTHER OPERATING AND MAINTENANCE COSTS

~

Index: U.S. Department of Labor, Bureau of Labor Statistics, Consumer Price Index — All Urban
Consumers, U.S. city average (not seasonally adjusted, all items, base period: 1982-84=100,
series no. cuur0000sa).

Index (Annual)

% Change

2014 201 2012 2011
234.15 230.76 226.93 219.79
1.47% 1.69% 3.25% 1.67%

DEPRECIATION - there is no adjustment to depreciation expense in 2015.
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Table 3

Results of Cost Adjustments

The 2014 cost components are adjusted to arrive at 2015 costs. For all four CBA contracts indexes are used to adjust cost. Contractor compensation
is based on 2015 cost per ton. Payment is based on the calculated cost per ton and the actual monthly tons.

Cost Category Adjustment | Basis for Adjustment | Explanation
Direct Labor - (all CBAs)
Wages 1.9% Index CBA wages compensation adjustment based on index change.
Benefits 1.9% Index CBA benefits compensation adjustment based on index change.
Worker's Comp Insurance 2.1% Index Workers compensation adjustment based on index change.
Tax rate & change in The payroll tax rate changes with any changes in federal or §tate
Payroll Tax 1.9% wages payroll tax rates. The payroll tax expense changed due to higher
base wages. The tax rate did not change.
Direct Labor - non-CBA (VRS) 2.1% Index Non-CBA (VRS) compensation adjustment based on index change.
Power is adjusted by the blend of actual PG&E electricity rates and
Power 3.8% PG&E & Solar Rates _|the Solar Power rate.
Fuel -2.6% Index Fuel expense is adjusted by the actual change in the fuel index.
Depreciation 0.0% nl/a There is no adjustment to depreciation.
Other O&M expense includes non-CBA personnel, maintenance
parts, insurance, general office expense, safetly, etc. Other O&M
Other Operations & Maintenance 1.5% Index expense is adjusted by 80% of an index.

four CBA agreements.

Note: Based on Transfer Station Cost adjustment except VRS. Each section is slightly different due to mix of costs and headcount by each of

C. Changes to Annual Labor Costs
CBA wage and benefits are adjusted based on index changes. Since the labor cost component is the largest cost
component in SBR’s compensation the modest rate increase for 2015 can be attributed to all of the labor cost
switching from a non-index to an index adjustment.

Contractor

CBA Expiration Dates By Job Classification

Job Classification

SBR
SBR
SBR

Transfer Truck Drivers
Clerical & Mechanics

TS/MRF Operators, Spotters

Expiration Date

Start of Labor
Indexed

Local 350 CBA

October 23, 2013
October 23, 2013
December 31, 2014

Compensation
October 24, 2013

October 24, 2013
January 1, 2014

D. Pass-Through Costs
Pass-through costs are not subject to profit but are reimbursed to the contractor at actual cost. The pass-through
costs in the Facility Operations Agreement (Article 7.09) are as follows:

- Interest expense on allowed capital is paid to SBR monthly at one-twelfth of the annual interest
expense denoted in Attachment 13A, Interest Cost Form 3-M which schedules-out interest expense
for the ten-year life of the contract on a sliding scale. The annual interest expense for 2015 is
$196,470, a 13% reduction from 2014.
Payments to buyback customers for purchase of recyclables are also a pass-through expense. Actual
buyback payments to public customers will be reimbursed monthly in arrears.
Additionally, any changes to regulatory fees would be a pass-through cost.
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SECTION 3. Recommended SBR Fees / Ton for 2015

Staff recommends that the Board approve the following fees per ton for 2015:
Transfer Station Processing Fee. The 2015 Transfer Station fee is $12.59 per Ton.

Table 4
SBR - 2015 Fee Adjustments to Basic Compensation
Fee
2014 Adjustment 2015

Cost Components Payment/Ton % Payment/Ton
Transfer Station $ 12.39 1.6% $ 12.59
Recyclable Materials Processing, gross | $ 81.32 1.7% $ 82.73
Transport (cost/ton-mile) $ 1.060 1.3% $ 1.075
Transport (cost/ton) | $ 17.95 0.0% $ 17.95

Total Adjustment 1.6%

Recyclable Materials Processing Fee. The 2015 MRF Processing fee is $82.73 per ton (note the
Contractor pays for MRF residue transportation and disposal which is deducted from MRF
Processing Fee resulting in a Net MRF Estimated Cost shown in Table 5).

Table 5
Recyclable Materials Processing Fee Breakout
Fee
2014 Adjustment 2015

COST COMPONENTS Payment/Ton % Payment/Ton
Recyclable Materials Processing, gross | $ 81.32 1.7% $ 82.73
MRF residue (estimate) $ 4.58 1.9% $ 4.66
Net MRF Estimate Cost $ 76.74 1.8% $ 78.06
Note: Actual MRF residue is deducted from the gross MRF rate shown above.

Transportation Fee. There are multiple transportation fees for each material type (i.e., Solid Waste,
Inerts, Construction and Demolition Debris, Plant Materials, and Organics) and for each destination.
The average 2015 Transportation fee is $1.075 per ton mile or approximately $17.95 per ton.
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APPENDIX A

SOUTH BAY RECYCLING, LLC
Annual Compensation Adjustment Schedule for 2015
SUMMARY OF FEES - 2014 to 2015

2014 2015 % Increase
Cost per Ton Fees
Transfer Station $ 1239 | $ 12.59 1.6%
MRF (net residue) $ 76.74 | $ 78.06 1.7%
Transportation (cost / ton-mile) $ 1.060 | $ 1.075 1.3%
Transportation (cost / ton) $ 17952 | $ 18.193 1.3%
Total Cost Estimate by LOB
Transfer Station $ 4,430,873 | $ 4,502,919 1.6%
MRF (net residue) $ 5,680,286 | $ 5,778,311 1.7%
Transportation $ 6,421,734 | $ 6,508,106 1.3%
Total Operating Cost $ 16,532,893 | $ 16,789,336 1.6%
Pass-Through Costs
Total Interest $ 226,505 | $ 196,470 -13.3%
Buyback Payment (estimate) $ 1,322,230 | $ 1,322,230
Total Pass-Through Cost $ 1,548,735 | $ 1,518,700 -1.9%
Total Estimated Compensation $ 18,081,628 | $ 18,308,036 1.3%

note: the blended 2014 cost / ton-mile above has been recalculated based on the full list of destinations. This does not affect the

actual individual rates or payment to SBR.

Detail Transportation Fees 2014 2015 % Increase
Cost/Ton-Mile
MSW to OX Mtn. $ 1.194 | $ 1.210 1.4%
Inert to OX Mtn. $ 1.230 | $ 1.246 1.3%
C&D to Zanker Road $ 0.894 | $ 0.906 1.3%
Plant Materials to Newby $ 0723 | $ 0.733 1.3%
Plant Materials to Grover $ 0.451 | $ 0.456 1.1%
Organics to Newby $ 0.883 | $ 0.895 1.3%
Organics to Grover $ 0504 | $ 0.510 1.1%
Self-haul Biomas to Biofuel $ 0.589 | $ 0.596 1.2%
lof4
Copy of SBR 2015 Compensation Adjustment Application Final.xIsx 9/18/2014
A. Summary of Fees 3:36 PM
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APPENDIX A

SOUTH BAY RECYCLING, LLC

Annual Compensation Adjustment Schedule for 2015

Plant Materials to Zanker $ 0723 | $ 0.732 1.3%
20of4
Copy of SBR 2015 Compensation Adjustment Application Final.xIsx 9/18/2014
A. Summary of Fees 3:36 PM
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APPENDIX A

SOUTH BAY RECYCLING, LLC
Annual Compensation Adjustment Schedule for 2015
MRF
2014 2015
Cost /Ton Cost/Ton
ARY OF A A AD

1. Direct Labor - CBA
Wages $ 17.73 | $ 18.07
Benefits $ 930 % 9.44
Workers Comp $ 2531 % 2.59
PR Tax $ 1.70 | $ 1.74
Total CBA Labor Cost $ 3127 | $ 31.84
2. Third Party Wages & Benefits (VRS) $ 1511 [ $ 15.43
3. Power $ 397 | $ 412
4, Fuel $ 086 |$ 0.84
5. Depreciation $ 191 (% 1.91
6. Other O&M $ 16.41 | $ 16.60
7. Clerical CBA Wages & Benefits $ 174 [ $ 1.77
Total Operating $ 7126 | $ 72.49
Profit $ 547 | $ 5.57
Profit % 7.7% 7.7%
Total Operating Cost Per Ton (excluding residue) $ 76.74 | $ 78.06
% Increase 3.70% 1.73%
Total Estimated Operator Cost (excluding residue) $ 5,680,286 | $ 5,778,311

MRF Residue Paid by SBR

Disposal Fees $ 3571% 3.65
Transfer & Haul $ 101 ($ 1.02
Total MRF Residue expense $ 458 | $ 4.66
Total Cost with MRF Residue $ 8132 | $ 82.73

Note: cost / ton is fixed; total cost varies based on tonnage

Ox Mtn. disposal tip fee adjusted to actual rate for 2014

Determine Percentage Change in Costs (Attachment 13-A, Section 1)

2014 2015
Cost/Ton Cost /Ton
1. Labor Cost Component Adjustment Factors

Updated annual labor for direct labor $ 17.73 1 $ 18.07

Adjustment Factor 1.076 1.019

% Increase 7.6% 1.9%

One Time True Up (Rate Year 2015) $ 0.00

Benefits for Direct Labor

Updated annual benefit cost per ton $ 930 | $ 9.57

Adjustment Factor 1.051 1.029

% Increase 5.14% 2.93%

One Time True Up (Rate Year 2015) $ (0.13)
30of4
Copy of SBR 2015 Compensation Adjustment Application Final.xlsx 9/18/2014
E. Comp Adjustment MRF 3:36 PM
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APPENDIX A

SOUTH BAY RECYCLING, LLC

Annual Compensation Adjustment Schedule for 2015

Workers Compensation Insurance for Direct Labor
Updated annual benefit Costs
Adjustment Factor

Payroll Taxes for Direct Labor
Updated Payroll Tax cost per ton
Total Payroll Tax Rate %
Federal Social Security & Medicare tax rates
Adjustment Factor

2. Labor & Benefits Component Adjustment Factor - non-CBA labo
Updated annual costs
Adjustment Factor

Index: U.S. Department of Labor, Bureau of Labor Statistics,
Private Industry Employment Cost Index for Service-Producing
Industries (seasonally adjusted, total compensation, series no.
Ecs12102i replaced with cis201s0000000000i)

3. Fuel and Power Cost Component Adjustment Factors
Power Adjustment
Updated Power cost per ton
Adjustment Factor
blend of PGE rate and solar rate

Fuel Adjustment
Updated Fuel Costs
Adjustment Factor
Index: U.S. Department of Labor, Bureau of Labor Statistics,
Producer Price Index - Commodity Index for #2 diesel fuel (not
seasonally adjusted, fuels and related products and power, series
no. wpu057303).

4. Depreciation
Updated Depr cost per ton
Adjustment Factor (No adjustment after Year 1)

5. Other Operating & Maintenance
Updated Other cost per ton
Adjustment factor for Other O&M Component = 1 + 0.80 x
[(Average CPI-U for 12-month period for then-current Rate
% Change in underlying index

Copy of SBR 2015 Compensation Adjustment Application Final.xlsx
E. Comp Adjustment MRF

MRF
2014 2015
Cost/Ton Cost/Ton

$ 253 | % 2.59
1.019 1.021
$ 1.70 | $ 1.74
9.6% 9.6%
9.61% 9.61%
1.000 1.000

r (VRS)
$ 15.11 | $ 15.43
1.019 1.021
$ 397 | % 4,12
1.045 1.038
$ 0.86 | $ 0.84
0.992 0.974
$ 191 [ $ 1.91
1.000 1.000
$ 1641 | $ 16.60
1.013 1.012
1.69% 1.47%

40f 4

9/18/2014

3:36 PM
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STAFF REPORT
To: SBWMA Board Members
From: Cliff Feldman, Recycling Programs Manager

Marshall Moran, Finance Manager

Date: September 25, 2014 Board of Director’s Meeting
Subject: Resolution Approving 2015 Recology San Mateo County Compensation Application
Recommendation

It is recommended that the SBWMA Board of Directors approve Resolution No. 2014-20 attached hereto authorizing the
following actions:

1. Approve the SBWMA Final Report Reviewing the 2015 Recology San Mateo County (Recology) Compensation
Application (Exhibit A - Final Report) which delineates the recommended base contractor's compensation due to
Recology for 2015 as follows:

a. Total Contractor's Compensation — $57,723,503

This Final Report (Exhibit A) addresses Recology’s compensation due for 2015 and provides Appendix D which delineates the
Total Revenue Requirement which Member Agencies are obligated to set rates to generate revenue to match the Revenue
Requirement. Any shortfall in net revenue to Recology will result in an interest payment to Recology in the subsequent rate
year (e.g., 2014 surplus or shortfall is determined in 2015 and included in 2016 revenue requirement).

Analysis

Review of 2015 Recology Compensation Application

The results of implementing the cost adjustment methodology prescribed in the Member Agency’s Franchise Agreements for
Solid Waste, Recyclable Materials and Organic Materials Collection Service (Agreements) with Recology to determine the Rate
Year Five (i.e., 2015) compensation includes the following:

e Total 2015 Base Contractor's Compensation = $57,470,293
o Total 2013 Incentive / Disincentive Payments = $253,210
¢ Total Contractor's Compensation - $57,723,503

Recology’s 2015 compensation is compared to 2014 in Table 1, below.

Table 1
2014 Cost 2015 Cost Change %
Base Compensation $57,113,858 | $57,470,293 | $ 356,435 | 0.6%
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These adjustments represent an increase in the base compensation of 0.6% or $356,435 over 2014 The results of the
adjustment process are detailed by expense category in Table 3 of Exhibit A.

As discussed in detail in Section 3.A of the Final Report (Exhibit A), Recology’s 2015 compensation includes several cost or
revenue adjustments such as including the prior year's under or over payments to/from Recology. These include:

¢ Performance Incentive/Disincentive payments (and additional Liquidated Damages)
e 2012 Revenue Reconciliation surplus plus interest of $1,786,708
e 2013 Revenue Reconciliation shortfall plus interest of -$1,281,334

The 2012 and 2013 Revenue Reconciliation balances owed to/from Recology are a true-up of what was paid to Recology
versus what was owed and the resulting interest payment/credit for any shortfall or surplus. This is not due to any change in
Recology compensation but rather due to more or less revenue generated to pay their agreed upon compensation.

Changes from August 8, 2014 SBWMA Draft Report to September 18, 2014 SBWMA Final Report (Exhibit A)
The following provides a list of the substantive revisions to the August 8, 2014 SBWMA Draft Report which are incorporated in
the September 25, 2014 Final Report (Exhibit A):

e Changes to disposal expense based on revised Recology tonnage information received on September 16, 2014 for 10
Member Agencies. The total disposal expense did not change but some tonnage was reallocated by Member Agency.
The primary effect of the disposal expense changes were decreased 2014 and 2015 costs of $78,290 per year for
Belmont and corresponding increased costs allocated to 10 other Member Agencies (largest adjustments for San
Carlos and San Mateo).

e Change to North Fair Oaks revenue based on new data received from the County.

Rate Setting and Approval Process

This SBWMA Final Report and recommendation is to determine the compensation owed to Recology for collection services in
2015. The Final Report also provides Appendix D which establishes the final Revenue Requirement that will be used as the
basis for recommending the 2015 rate adjustments. The Revenue Requirement includes compensation to Recology for solid
waste, recyclables and organic materials collection and Pass-Through costs, which include Agency fees, and disposal and
processing costs at the Shoreway Environmental Center.

Article 11 of the Franchise Agreements states the following:

e Each Member Agency is obligated to set rates as necessary to generate annual gross revenues billed by Recology
equal to the approved compensation amount plus all approved pass-through costs.

e If an Agency sets a rate that is below the approved recommendation contained in the Final Report, or if an Agency
delays imposing a rate increase effective January 1, 2015, and net revenues billed by Recology in 2015 are less than
needed to cover the approved total contractor’'s compensation delineated in the Final Report, the Agency will be
obligated to pay interest to Recology on the difference.

Background
In 2005, the SBWMA and its Member Agencies initiated a five and a half year collection services contractor selection process

that resulted in Recology and the Member Agencies executing Franchise Agreements (“Agreements”) for Collection Services.
Eleven of the twelve SBWMA Member Agency Agreements have the same methodology used to calculate the compensation
paid to Recology. One Member Agency (i.e., City of Belmont) used a different compensation methodology; however, use of
this different methodology has no bearing on the costs or services provided to the other 11 Member Agencies. Inclusion of the
City of Belmont in the cost calculations with the other 11 Member Agencies is necessary in order to accurately implement the
cost allocation process prescribed in the Agreements.
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The compensation adjustment methodology provisions in the Member Agency Agreements are contained in Article 11,
Attachment K and Attachment N. Article 11 provides an overview of the methodology and describes the process by which
aspects of the compensation adjustment process shall be implemented.

Note: In this staff report and all attachments, the term “cost” and “compensation” are intended to have the same meaning. The
term “cost” is not intended to mean Recology’s true operating cost which is unknown, but rather what the company is paid to
perform the services.

Fiscal Impact

Variance Analysis

Rate revenue from the total SBWMA Member Agencies is calculated to require a weighted average decrease of 0.7% (see
Exhibit A, Table 8, C.3) for 2015 rates to cover the Total Revenue Requirement for the Recology cost, pass-through costs, and
the prior year’s revenue reconciliation surplus/shortfall (please refer to Table 8, row B1 and D3) in the Exhibit A (SBWMA Final
Report). Tables comparing 2015 costs to 2014 costs and showing the components of the 2015 rate adjustments by Member
Agency are included in the Final Report as Appendix D — Member Agency Variance Analysis of Collection Rate
Adjustments.

Total Collection Rate Impact
The total rate impact is provided in the Final Report in Table 8. This table presents the Total Collection Rate Impact from all
sources that impact rates by Member Agency, as follows:

e Section A provides the 2015 Revenue Surplus/Shortfall (A.1), Agency Fees on the additional revenue (A.2) and the
Rate Adjustment Percentage (A.3) from changes in the Total Contractor’s (i.e., Recology) Compensation for 2015 and
the other Pass-Through cost components of disposal expense and agency fees. The total SBWMA rate impact is
negative 1.0%.

e Section B provides the results of the 2013 Recology Revenue Reconciliation surplus / shortfall that must be added to
the 2015 rate adjustment. The total SBWMA rate impact is 1.6%.

e Section Cis the 2015 Rate Adjustment before the estimated 2014 balance which is the sum of sections A and B. The
total SBWMA rate impact is 0.7%.

e Section D provides the “2014 Estimated Revenue Reconciliation” surplus/shortfall for informational purposes only.
Also in this section is the 2012 surplus/shortfall which would have been included in the 2014 rate adjustment. The total
for all SBWMA Member Agencies is a $2,882,996 estimated surplus. The 2014 Revenue Reconciliation will be finalized
in 2015, similar to how the 2013 Revenue Reconciliation was finalized in 2014.

e Section E provides an opportunity for agencies to estimate lost revenue from Future Residential Cart Migration or
other reasons. This is for informational purposes only and Agencies are not obligated to set rates to capture any
shortfalls associated with projected future cart migration but may find it prudent to do so.

e Section F provides the “Total Rate Impact” which includes the result of Sections C, D and E. The total SBWMA rate
impact is a decrease of 2.3%. The Member Agencies are obligated to set rates to generate the revenue needed
as denoted in Section F per the MOU between Recology and SBWMA approved by the Board on March 27,
2014 (agenda item 8A, Resolution No. 2014-06). Agencies that set rates lower than delineated in Section F and
experience a shortfall in revenue are potentially liable for future interest charges from Recology.
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Attachments:
Resolution No. 2014-20

Exhibit A— SBWMA Final Report Reviewing the 2015 Recology San Mateo County Compensation Application
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RESOLUTION NO. 2014-20

RESOLUTION OF THE SOUTH BAYSIDE WASTE
MANAGEMENT AUTHORITY BOARD OF DIRECTORS
APPROVING THE SBWMA FINAL REPORT REVIEWING THE
2015 RECOLOGY SAN MATEO COUNTY COMPENSATION APPLICATION

WHEREAS, On February 28, 2013, the South Bayside Waste Management Authority (SBWMA) Board of Directors
approved modifications to the schedule prescribed in the Member Agencies Franchise Agreements for Collection of Recyclable
Materials, Organic Materials and Solid Waste with Recology San Mateo County (Recology) specifying that the SBWMA Board
of Directors’ was required to submit comments, questions and concerns on the Draft Report to the SBMWA by August 30 each
year; and

WHEREAS, The SBWMA prepared and issued to the SBWMA Board of Director's on August 8, 2014 the SBWMA
Draft Report Reviewing the 2015 Recology Compensation Application (Report); and

WHEREAS, The Draft Report issued by the SBWMA on August 8, 2014 was revised based on comments received
from the Member Agencies, additional information provided by Recology, and discussion at the special Board meeting on
September 11, 2014 and the SBWMA subsequently issued the Final Report (Exhibit A) to the Board of Directors on
September 18, 2014; and

WHEREAS, The Final Report recommends a 0.2% increase in the total contractor's compensation when compared to
the 2014 costs approved by the SBWMA Board of Director's on September 26, 2013 per Resolution No. 2013-21. Total 2015
compensation is $57,723,503.

NOW, THEREFORE BE IT RESOLVED that the South Bayside Waste Management Authority hereby approves:
1. The SBWMA Final Report Reviewing the 2015 Recology San Mateo County Compensation Application.

PASSED AND ADOPTED by the Board of Directors of the South Bayside Waste Management Authority, County of
San Mateo, State of California on the 25! day of September, 2014, by the following vote:

| HEREBY CERTIFY that the foregoing Resolution No. 2014-20 was duly and regularly adopted at a regular meeting of the South

Agency Yes No | Abstain [ Absent | Agency Yes No | Abstain | Absent
Atherton Menlo Park

Belmont Redwood City

Burlingame San Carlos

East Palo Alto San Mateo

Foster City County of San Mateo

Hillshorough West Bay Sanitary Dist.

Bayside Waste Management Authority on September 25, 2014.

ATTEST:

Cyndi Urman, Board Secretary

Bill Widmer, Chairperson of SBWMA

SBWMA BOD PACKET 09/25/2014

AGENDA ITEM: 5B - p5




SBWMA FINAL REPORT REVIEWING THE
2015 RECOLOGY SAN MATEO COUNTY
COMPENSATION APPLICATION

September 18, 2014
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SECTION 1 EXECUTIVE SUMMARY

1.A  Summary

The South Bayside Waste Management Authority (SBWMA/RethinkWaste) is required to review the
Recology San Mateo County (Recology) 2015 Compensation Application (Application) for completeness,
accuracy and consistency as prescribed in the Franchise Agreements between the SBWMA Member
Agencies and Recology. The Application is to document the results of Recology following the prescribed
compensation adjustment process detailed in Article 11, and Attachments K and N of the Member Agency
Franchise Agreements. Specifically, this process entails including the index based cost adjustments,
allocation of cost to Member Agencies and prior year revenue reconciliation balances.

This Final Report provides the results of SBWMA'’s review of Recology’s 2015 Application and the
critical analysis by the SBWMA of all components that make-up the total revenue requirement for
Member Agencies to set solid waste rates, including other pass through costs (i.e., Member Agency fees,
disposal and processing costs, and any Member Agency specific contract changes) and prior year
surplus/shortfalls owed to/from Recology.

Also included is a variance summary to facilitate the understanding by the Member Agencies of the year
over year changes in the Total Revenue Requirement including compensation paid to Recology and pass-
through costs (Appendix D). In addition, the SBWMA provides the total rate impact for each Member
Agency (see Table 8 on pages 13 and 14) and recommended rate adjustment for 2015, which
consolidates all the revenue and cost components associated with the solid waste rate setting process by
Member Agency.

1.B  Compensation Application Process and Issuance of SBWMA Report

The Recology Compensation Application was submitted to the SBWMA on June 13, 2014 and a revised
version was submitted on July 30, 2014 (Appendix A provides a redline comparison).

On July 8, 2014 the SBWMA submitted comments to Recology on their Application and shared these
with our Member Agencies (Appendix B). Recology addressed the SBWMA’s comments to Part | and
these are highlighted in redline in Appendix A. In addition, Recology addressed the SBWMA'’s
comments to Part Il and these are highlighted in yellow in Appendix B. Two other Member Agencies
also submitted comments to Recology on July 8 (i.e., Foster City and the County of San Mateo) and these
comments and Recology’s responses are provided in Appendix C. The SBWMA provided all Member
Agencies their detailed revenue, disposal and processing cost projections on July 21, 2014. Any changes
to these projections submitted to the SBWMA by Member Agencies are captured in the Final Report.

A redline of Recology’s July 30 version of the Application (Appendix A) is provided to highlight the
revisions the company made to its June 13 version. In addition, this redlined version is provided to
facilitate an understanding of how Recology addressed the Comments/Questions put forth by the
SBWMA and Member Agencies on July 8 (Appendix B and C). Please note that this redline is limited to
text and does not duplicate the tables that were modified from the June 13 version; thus, only the final
tables used in the July 30 version are provided.

This Final Report underwent non-substantive revisions per the Board’s review and comments submitted
to the SBWMA. Since the September 11, 2014 Special Board meeting, the SBWMA received revised
tonnage information for the first quarter of 2014 from Recology which impacted the disposal expense of
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ten Member Agencies for 2014 and 2015. The impact is primarily a decrease in Belmont and increases in
the cities of San Carlos and San Mateo. These changes have been incorporated into the Final Report.

Table 1 below shows the complete schedule to review and comment on Recology’s Compensation
Application. The SBWMA Draft and Final Reports provide all the necessary information for Member
Agencies to adjust solid waste rates for 2015, if necessary.

Table 1 — 2014 Schedule

June 13, 2014 Recology 2015 Compensation Application Submitted to Member Agencies and

SBWMA
July 8, 2014 Member Agencies and SBWMA Comments Due to Recology
July 30, 2014 Revise_d Recology 2015 Compensation Application Submitted to Member
' Agencies and SBWMA

August 8, 2014 SBWMA Draft Report Issued to Member Agencies

August 29, 2014 Member Agencies Written Comments Due to SBWMA
September 11, 2014 | SBWMA Special Board Meeting: Staff Update and Discussion
September 18, 2014 | SBWMA Final Report Issued to Member Agencies/Board
September 25, 2014 | SBWMA Board Meeting: Consideration of Final Report

1.C Summary of Notable Items in the 2015 Recology Compensation Application

Notable items included in the 2015 Recology Compensation Application include:
e 2013 revenue reconciliation of surplus/shortfall and interest payments due to/from Recology
(Table H in Recology Application).
e Performance Incentive/Disincentive payments and offsetting additional Liquidated Damage (Table
F in Recology Application).
e Prior year recurring miscellaneous items.

1.D Recology Cost Allocation Process by Member Agency

The process to allocate Recology’s cost equitably across all Member Agencies is prescribed in Article 11
and Attachment K of the Franchise Agreements. The collection cost per Member Agency varies based on
topography, housing density, traffic patterns, customer subscription levels, etc., even though the services
provided are uniform across the Member Agencies. For these reasons, the cost to provide service is
allocated to the individual Member Agencies based on operational metrics. Specifically, Recology’s costs
are broken into nine cost categories and each is allocated based on four operational statistics specific to
each Member Agency. These operational statistics are updated annually in April/May and include:

Annual route labor hours

Annual route hours

Number of containers in service
Number of customer accounts serviced

el NS =

The cost allocation process was discussed in detail at the September 12, 2013 and January 23, 2014 Board
meetings.
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Per section 7.12 of the Franchise Agreements, Recology conducted its Annual Route Assessment over a
four week period in April/May 2014. The statistics compiled from this Route Assessment are used to
allocate costs for 2015. The cost allocation process is similar to the practice used under the Allied
Waste/Republic Services compensation methodology. Year to year variances are the result of several
factors addressed by Recology in section 3.2 of its Application. Recology is currently reviewing options
for how to “automate” the compilation of route assessment statistics so a larger pool of data may be used
in future annual route assessments.

1.E Recommendation

Based on the net results of the cost adjustments calculated in the 2015 Recology Compensation
Application, SBWMA is recommending that the Board approve an adjustment to Recology's 2015
compensation as delineated in the Table 2 below. Table 2 summarizes the adjusted 2015 costs and
changes from 2014. The total change in Recology’s compensation for 2015 is a $137,473 (0.2%) increase
over 2014.

Table 2 — Summary of Adjusted 2014 Costs to 2015 Costs

Total Annual Cost of Operations 49,998,504 50,595,201 87.7% 596,697 1.2%

Profit 5,248,462 5,311,098 9.2% 62,637 1.2%
Operating Ratio 90.5% 90.5%

Total Operating Costs 55,246,966 55,906,300 96.9% 659,334 1.2%

Contractor Pass-Through Costs

Interest Expense 2,224,726 1,935,353 3.4% (289,373) -13.0%

Interest Expense on Implementation Cost 73,498 63,894 0.1% (9,604) -13.1%

Contract Changes to Specific Agencies (431,332) (435,254) -0.8% (3,922) 0.9%

Total Contractor Pass-Through Costs 1,866,892 1,563,993 2.7% (302,899)|  -16.2%
BASE CONTRACTOR'S COMPENSATION 57,113,858 | 57,470,293 |  99.6% 356,435 0.6%
Other Adjustments

Performance Incentives / Disincentives 472,171 253,210 0.4% (218,961) -46.4%
Total Other Adjustments 472,171 253,210 0.4% (218,961)|  -46.4%

TOTAL CONTRACTOR'S COMPENSATION $ 57,586,029 | $ 57,723,503 100.0% $ 137,473 0.2%

Note: Includes Member Agency specific contract changes for Hillsborough, Menlo Park and San Carlos.

September 18, 2014 SBWMA Final Report Reviewing the 2015 Recology Compensation Application \"
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SECTION 2 BACKGROUND

2.A Franchise Agreement Terms

Eleven of the twelve SBWMA Member Agency Agreements use the same methodology to calculate the
compensation paid to Recology. One Member Agency (i.e., City of Belmont) uses a different
compensation methodology; however, using this different methodology has no bearing on the costs
(compensation) or services provided to the other eleven Member Agencies.

The compensation adjustment methodology is detailed in Article 11, Attachment K and Attachment N in
the Member Agency Franchise Agreements. Article 11 describes the methodology and process by which
the compensation adjustment process shall be implemented. Attachment K provides more detail on this
process and how costs (compensation) will be allocated amongst the Member Agencies. Attachment N
includes a series of forms (worksheets) that breakout Recology’s compensation and data used in the cost
allocation process.

Cost Adjustment Process

Attachment K, Table 1 of the Franchise Agreements prescribes a detailed process to adjust Recology’s
costs during the full ten-year term of the Franchise Agreements. A flowchart in Recology’s Compensation
Application (see table D on page 10) illustrates graphically the cost adjustment process that is conducted
each year.

2.B  Annual Revenue Reconciliation

For rate years 2012 through 2019 there is an annual revenue reconciliation process to determine the net
revenue Recology retained versus the amount actually owed to the company. The calculation compares
the approximately $100 million gross revenue billed, less contractor paid pass-through expenses for
Member Agency fees and disposal expense at the Shoreway facility (owned by SBWMA/RethinkWaste),
versus the approved contractor’s compensation. This revenue reconciliation process results in a surplus or
shortfall owed to/from Recology by Member Agency. This surplus or shortfall will be added to or
subtracted from the Recology’s compensation for the subsequent rate year (in this case for 2015).

The Recology Revenue Reconciliation Report was submitted to the SBWMA and Member Agencies on
March 31, 2014. Staff reviewed this 2013 Revenue Reconciliation Report and contracted an independent
firm (i.e., Hilton, Farnkopf and Hobson, LLC - HF&H), to thoroughly review it, which included
validating the accuracy of the results by Member Agency. On June 26, 2014 the Board approved agenda
item 5B which included the audit findings and results (i.e., final 2013 surplus/shortfall and interest) of the
revenue reconciliation that will be applied to 2015 compensation.

2.C Review of Compensation Application by SBWMA for Accuracy and Completeness and
Issuance of Final Report

The Franchise Agreements state that the SBWMA is responsible for annually conducting a review and
analysis of Recology’s Compensation Application. The SBWMA staff conducts a thorough review of the
data, calculations, index adjustments, and the cost allocation process. This review is used to draft the
analysis contained in this report including any changes and adjustments to Recology’s compensation.
Recology is obligated to promptly provide to the SBWMA any missing information, explanations and
agreed changes upon request during the Compensation Application review process (i.e., June 13 — July 8).
Recology submitted a revised Compensation Application on July 30 based on staff and Member Agency
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comments. The questions and comments submitted to the company during the initial review period from
June 13 — July 8 are provided as Appendices B and C.

SECTION 3 2015 RECOLOGY SAN MATEO COUNTY COMPENSATION APPLICATION

3.A Description of Compensation Adjustments

The 2015 Recology Compensation Application is based on adjusting 2014 cost categories by applying the
changes in several indices to arrive at the 2015 compensation by cost category. In the Compensation
Application, the term *“cost” really refers to “compensation.” Please note this does not mean Recology’s
“true” cost as this is an index based compensation approach and not a “cost plus” approach. The SBWMA
moved from a “cost plus” compensation model to a new “fixed price plus index adjustment”
compensation methodology with the new Recology contract that started on January 1, 2011.

The Franchise Agreements with Recology also provide for additional compensation adjustments for
special issues related to performance incentive/disincentive payments (and liquidated damages) and a
negotiated cost adjustment for Hillsborough. The contract also entitled Recology to receive two cost
adjustments in 2011 and 2013 to address service level changes to the number of residential customer
accounts and commercial service levels.

Changes to Annual Adjustment to Wages and Benefits Per the Collective Bargaining Agreements
(CBA). The 2015 Compensation Application is the second one whereby the CBA wages and benefits
costs are adjusted based on a pre-determined CPI index. The Franchise Agreements prescribe that when
the CBA’s in effect at the start of the contract were either amended or expired, the annual adjustment to
wages would then be tied to a CPI index and not subject to the terms (i.e., increases) in the CBA. The
three CBA’s expired in 2013, therefore the adjustment to CBA wages is now limited to a pre-determined
Federal labor CPI index. In 2011, 2012 and 2013 of the Recology contract, and throughout the term of the
previous Allied Waste/Republic Services contract(s), the wages and benefits increases specified in the
CBA were used to adjust these cost categories.

Recology Annual Revenue Reconciliation Report for 2013. Recology submitted a Revenue
Reconciliation Report to the SBWMA on March 31, 2014 which compares the approved compensation
owed to Recology for 2013 with the actual net funds retained by Recology after paying for pass-through
costs for disposal at Shoreway and Agency fees (e.g., Franchise Fees) paid to each Member Agency. The
SBWMA reviews this Report and it is audited by an independent third party firm. The audit results are
then provided to the Board for consideration and approval. Each Member Agency annually generates a
surplus or shortfall which is added to or subtracted from the next year’s Revenue Requirement. The report
was thoroughly reviewed by staff and an independent firm (i.e., HF&H) as part of the Financial Audit.
The total 2013 surplus including interest is $1,281,336 ($1,201,811 plus interest of $79,525), see Tables 6
and 8.

Interest Payment to Recology for 2013 Revenue Reconciliation Shortfall. The Franchise
Agreement(s) with Recology provide for an interest charge at the rate of prime plus one percent (i.e.,
currently 4.25%) for the shortfall identified in the 2013 Revenue Reconciliation Report described above.
The calculation of interest on shortfalls was clarified and approved by the Board on March 27, 2014
(agenda item 8A), per authorizing the Executive Director to execute a Memorandum of Understanding
(MOU) with Recology. The net amount of interest charged to the Member Agencies from Recology for
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2013 is $79,525 (Table H in the Recology Application). The SBWMA has reviewed Recology’s
calculations to ensure compliance with the MOU approved by the Board on March 27, 2014.

Performance Incentive/Disincentive Payments (and Liquidated Damages). The Franchise
Agreement(s) with Recology require the company to include the Performance Incentives/Disincentives
calculations in the Annual Report. The Board approved the final payment of $253,210 at the June 26,
2014 Board meeting. This payment is net of additional Liquidated Damages due from the company in
2013 and is included in Recology’s revised final 2015 Compensation Application.

This incentive payment is primarily due to an increase in recycling achieved during 2013 over that
achieved in 2012. The total Recology recycling diversion incentive payment for 2011 was $913,060 in
2012 it was $489,164 for Overall Diversion, and in 2013 it was $257,650 (these annual totals are not net
of Liquidated Damages) or a year over year 47% reduction. The diversion achieved annually is leveling
off as programs mature.

The Performance Incentive/Disincentive payments are allocated to the Member Agencies based on the
quantity of solid waste tons disposed by each. Per the Franchise Agreements, the Liquidated Damages
reported by Recology are not allocated but applied specifically to each Member Agency.

Recurring Items

Three cities also have cost unique adjustments: Menlo Park has an additional cost for customer billing
services ($24,201) that were in-house prior to 2011, Hillsborough has a cost reduction for not buying new
organics carts at the start of the contract ($20,193)," and San Carlos has a cost reduction for residential
food scraps kitchen pails bought by the City prior to the start of the new contract with Recology ($6,071).

The Town of Hillsborough also negotiated a reduction in the cost of back yard service which is adjusted
each year. The 2015 cost reduction is $433,191.

3.B  Adjustment of 2014 Compensation to 2015

As prescribed in Article 11, Attachment K and Attachment N of the Franchise Agreements, the
adjustment of the 2014 compensation to 2015 compensation is predominantly based on the annual
percentage change in select CPI indices to various cost categories. As previously explained, the Recology
drivers, mechanics and office clerical CBA related expenses have all reverted to a CPI index adjustment
commencing last year (rate year 2014).

Table 3 on the following page provides the detailed results from making all compensation adjustments
from 2014 to 2015. The application of all adjustment factors to the costs approved in the company’s 2014
Compensation Application results in an overall increase in Recology’s base 2015 compensation totaling
$356,435 (i.e., 0.6% increase over 2014). With the inclusion of Performance Incentive payments, the
total result is a net increase in total contractor’s compensation of $137,473 per Table 3 (i.e., 0.2%).

! The 2015 Application includes depreciation for replacement organic carts from 2011 through 2013. This
depreciation totals $10,278, which reduces the Town’s savings (originally calculated at $32,502) for
purchasing used carts. This new depreciation expense commencing in 2015 was approved by the Town
contingent on Recology’s compliance with conditions put forth by the Town related to reporting and
ownership of the containers upon expiration of the Franchise Agreement.
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Table 3 — Results of Adjustments of 2014 Costs to 2015 Costs

Annual Cost of Operations
Direct Labor-Related Costs
Wages 15,788,215 16,087,056 27.9% 298,841 1.9%
Benefits 6,283,751 6,402,691 11.1% 118,940 1.9%
Payroll Taxes 1,313,579 1,338,443 2.3% 24,864 1.9%
Workers Compensation Insurance 1,390,582 1,417,940 2.5% 27,359 2.0%

Total Direct Labor Related-Costs 24,776,127 25,246,130 43.7% 470,003 1.9%

Direct Fuel Costs 4,218,052 4,108,341 7.1% (109,711) -2.6%

Other Direct Costs 2,125,690 2,150,774 3.7% 25,083 1.2%

Depreciation

- Collection Vehicles 4,016,792 4,016,792 7.0% - 0.0%

- Containers 1,882,550 1,882,550 3.3% - 0.0%
Total Depreciation 5,899,342 5,899,343 10.2% 1 0.0%
Allocated Indirect Costs excluding Depreciation

General and Administrative 6,943,824 7,055,693 12.2% 111,868 1.6%

Operations 1,720,794 1,750,219 3.0% 29,426 1.7%

Vehicle Maintenance 2,951,711 3,005,558 5.2% 53,847 1.8%

Container Maintenance 1,023,338 1,039,517 1.8% 16,179 1.6%

Total Allocated Indirect Costs excluding Depreciation 12,639,667 12,850,988 22.3% 211,321 1.7%

Total Allocated Indirect Depreciation Costs 152,451 152,451 0.3% - 0.0%

Annual Implementation Cost Amortization 187,175 187,175 0.3% - 0.0%
Total Annual Cost of Operations 49,998,504 50,595,201 87.7% 596,697 1.2%
Profit 5,248,462 5,311,098 9.2% 62,637 1.2%

Operating Ratio 90.5% 90.5%

Total Operating Costs 55,246,966 55,906,300 96.9% 659,334 1.2%
Contractor Pass-Through Costs

Interest Expense 2,224,726 1,935,353 3.4% (289,373) -13.0%

Interest Expense on Implementation Cost 73,498 63,894 0.1% (9,604) -13.1%

Contract Changes to Specific Agencies (431,332) (435,254) -0.8% (3,922) 0.9%

Total Contractor Pass-Through Costs 1,866,892 1,563,993 2.7% (302,899) -16.2%
BASE CONTRACTOR'S COMPENSATION 57,113,858 57,470,293 99.6% 356,435 0.6%
Other Adjustments -

Performance Incentives / Disincentives 472,171 253,210 0.4% (218,961) -46.4%
Total Other Adjustments 472,171 253,210 0.4% (218,961) -46.4%
TOTAL CONTRACTOR'S COMPENSATION | g 57,586,029 | $ 57,723,503 100.0%| $ 137,473 0.2%
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Table 4 below denotes the total cost adjustment to each cost category and the specific index prescribed in
the Franchise Agreement(s).
Table 4 — Results of Cost Adjustments

CBA Wages and Benefits 1.89% Index #1 The CBA wage & benefits adjustment is based on the
(Drivers, Mechanics, Clerical) Rt change in a CPI Index.
The payroll tax rate is adjusted by changes in Federal
P T 1.80% N/A or state payroll tax rates. There are no tax rate
ayroll fax 097 changes for 2015; therefore, the payroll tax expense
changes in accordance with change in wages.
Worker’s Compensation The Worker's Comp Insurance adjustment is based on
Insurance 1.97% IndeX#2  |the change ina CPI Index.
Dep_rematlon - Collection 0.0% N/A No adjustment in 2015.
Vehicles
Depreciation - Containers 0.0% N/A No adjustment in 2015.
The Non-CBA Labor cost (management and
Non-CBA Labor 1.89% Index #1 |supervisors) adjustment is based on the change in a
CPI index.
The Fuel expense is adjusted by the change in a fuel
Fuel 260% | Index#3 |. P Justed by 9
index.
The Other Operating cost (insurance, general office
Other Indirect Cost 1.18% Index #4 |expense, safety, etc.) is adjusted by 80% of a change
ina CPI index.
Application of Index to the Cost Cost Specific Index Prescribed in the Franchise
Categories Adjustment | Reference Agreement(s)

U.S. Department of Labor, Bureau of Labor Statistics,
Private Industry Employment Cost Index for Service-
CBA & non-CBA Wages & Benefits 1.89% Index#1 |Producing Industries (seasonally adjusted, total
compensation, series no. ¢is201s000000000i successor to
Ecs12102i ended 2005.

U.S. Department of Labor, Bureau of Labor Statistics,
Private Industry Employment Cost Index for Private
Industry (Not seasonally adjusted, total compensation,
series no. C1U2030000000000A).

U.S. Department of Labor, Bureau of Labor Statistics,
Producer Price Index - Commodity Index for #2 diesel fuel
(not seasonally adjusted, fuels and related products and
power, series no. wpu057303).

Worker's Compensation Insurance 1.97% Index #2

Fuel -2.60% Index #3

U.S. Department of Labor, Bureau of Labor Statistics,
Consumer Price Index — All Urban Consumers, U.S. city
average (not seasonally adjusted, all items, base period:
1982-84=100, series no. cuur0000sao).

Other Operating Expense 1.18% Index #4
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3.C Recommended Adjustment to Recology’s Compensation for 2015

Based on the net results of the compensation adjustments previously described and the analysis of the
2015 Recology Compensation Application, SBWMA is recommending that the SBWMA Board approve
an adjustment to Recology's 2015 compensation as delineated in Table 5 — Summary of Adjusted 2014
Compensation to 2015 Compensation. This table provides a summary of the approved 2014 and
adjusted 2015 costs. The total adjustment to Recology's contractor’s compensation is 0.2%.

Table 5 - Summary of 2014 Compensation to 2015 Compensation

Total Annual Cost of Operations 49,998,504 50,595,201 87.7% 596,697 1.2%

Profit 5,248,462 5,311,098 9.2% 62,637 1.2%
Operating Ratio 90.5% 90.5%

Total Operating Costs 55,246,966 55,906,300 96.9% 659,334 1.2%

Contractor Pass-Through Costs

Interest Expense 2,224,726 1,935,353 3.4% (289,373) -13.0%

Interest Expense on Implementation Cost 73,498 63,894 0.1% (9,604) -13.1%

Contract Changes to Specific Agencies (431,332) (435,254) -0.8% (3,922) 0.9%

Total Contractor Pass-Through Costs 1,866,892 1,563,993 2.7% (302,899)|  -16.2%
BASE CONTRACTOR'S COMPENSATION 57,113,858 | 57,470,293 |  99.6% 356,435 | 0.6%
Other Adjustments

Performance Incentives / Disincentives 472,171 253,210 0.4% (218,961) -46.4%
Total Other Adjustments 472,171 253,210 0.4% (218,961)|  -46.4%

TOTAL CONTRACTOR'S COMPENSATION $ 57,586,029 | $ 57,723,503 100.0% $ 137,473 0.2%

Note: Includes Member Agency specific contract changes for Hillsborough, Menlo Park and San Carlos.

3.D Recology Cost Allocation Process by Member Agency

Section 3 of the Recology Compensation Application describes how compensation is allocated to each
Member Agency after the 2014 total compensation is adjusted. Article 11 and Attachment K of the
Franchise Agreements prescribe the process to allocate the company’s compensation equitably across the
Member Agencies. Nine cost categories across seventeen lines of business are allocated to each Member
Agency by four agency specific operational statistics. These operational statistics include:

Annual route labor hours

Annual route hours

Number of containers in service
Number of customer accounts serviced

i NS>

The statistics used to allocate costs for 2015 are based on operational metrics for each Member Agency
compiled by Recology in April/May 2014. The cost allocation process is similar to the process used
under the previous contract with Allied Waste/Republic Services.
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While the services provided by Recology are uniform across the Member Agencies, the cost to provide
these services vary by Member Agency based on topography, housing density, traffic patterns, and
customer subscription levels, etc. For these reasons, the cost to provide service is reallocated annually to
the individual Member Agencies based on current operational metrics.

The metric used by Recology to allocate costs for the Venues and Events line of business across the
Member Agencies, is different than that prescribed in the Franchise Agreements. Recology and the
SBWMA agree that if the method prescribed for this line of business were used, the allocation of these
costs would not be equitable. Thus, the company has allocated these specific costs based on the of
number of single-family accounts in service and not the route labor hours or route hours expended to
provide this service during April/May when the operational metrics are compiled. This approach was
approved by the Board and has been applied to the compensation adjustment since Rate Year Two (2012).
For 2015, it applies to approximately 0.09% of the total base compensation.

3.E Results of Cost Allocation

The cost allocation by Member Agency for each cost category and the total contactor’s compensation is
provided in Table 6 — Member Agency Cost Allocation. The cost allocation by line of business for each
Member Agency is found in Recology’s Compensation Application as Appendix 3-3, 3-4 and 3-5.

Recology’s revised July 30 Application included a correction to the commercial and multi-family
dwelling (MFD) route and labor hours allocated to Redwood City and Unincorporated County (CFA).
The result is an increase in cost to Redwood City ($16,772) and a reduction to CFA ($-16,772). Please
note that this change was not explained in Recology’s July 30 revised Application. The change in hours is
reflected in Recology’s Application in the Appendix 1-2, Tables 7 and 8.
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Table 6 — Member Agency Cost Allocation

2015 Costs
North Fair Unincorp.
BASE COLLECTION COSTS 2015 Total Atherton Belmont ‘ Burlingame | East Palo Alto | Foster City | Hillsborough ‘ Menlo Park | Oaks Redwood City ‘ San Carlos | San Mateo ‘ West Bay. ‘ County
Annual Cost of Operations
Direct Labor-Related Costs
Wages for CBAs $16,087,056 | $414595  $1,020,799  $1,646,504 $636,448 $932,795 $712,942  $1536,427 $510,138 $2,899466  $12374,805  $3,559930  $272,181 $570,027
Benefits for CBAs $6,402,691 |  $167,403 $408,493 $642,608 $254,504 $369,708 $288,632 $605,643 $204,565 $1,154,351 $548,074  $1,419205  $109,047 $230,457
Payroll Taxes $1,338,443 $34,494 $84,930 $136,989 $52,952 $77,609 $59,317 $127,831 $42,443 $241,236 $114,384 $296,186 $22,645 $47,426
Workers Compensation Insurance $1.417,940 $36,543 $89,975 $145,125 $56,098 $82,218 $62,840 $135,423 $44,965 $255,564 $121,178 $313,778 $23,991 $50,243
Total Direct Labor Related-Costs $25246,130 | $653,035  $1,604,198  $2,571,226 $1,000,002  $1,462,329  $1,123731  $2405324  $802,111 $4550617  $2,158441  $5589,100  $427,863 $898,153
Direct Fuel Costs $4,108,341 |  $112,349 $252,785 $388,665 $164,734 $245,162 $198,179 $412,827 $125,956 $747,309 $358,875 $870,347 $74,177 $156,976
Other Direct Costs $2,150,774 $56,869 $132,603 $209,814 $85,363 $128,121 $99,327 $217,189 $65,088 $391,297 $188,719 $459,164 $37,665 $79,552
Depreciation
- Collection Vehicles $4,016,792 |  $113,022 $244,835 $378,001 $156,970 $241,740 $193,880 $418,966 $119,157 $731,793 $354,851 $836,229 $73,054 $154,294
- Containers $1,882,550 $58.416 $123,998 $164,155 $84,856 $115,730 $59,158 $182,268 $56,777 $339,881 $168,254 $411,007 $36,090 $81,961
Total Depreciation $5,899,342 171,439 368,833 542,156 241,825 357,470 253,037 601,234 175,934 1,071,675 523,105 1,247,236 109,144 236,255
Allocated Indirect Costs
General and Administrative $7,055,693 |  $109,543 $424,151 $651,675 $358,265 $443,830 $168,282 $766,331 $202,024 $1,310,886 $669,536  $1,576923  $108,440 $265,807
Operations $1,750,219 $49,418 $105,079 $178,603 $66,649 $106,605 $85,344 $183,653 $48,424 $315,180 $152,570 $358,443 $32,876 $67,375
Vehicle Maintenance $3,005,558 $84,862 $180,447 $306,706 $114,452 $183,068 $146,556 $315,377 $83,155 $541,242 $262,001 $615,535 $56,457 $115,700
Container Maintenance $1,039,517 $24,496 $65,768 $98,350 $48,414 $66,242 $26,055 $116,165 $28,456 $189,410 $92,124 $230,061 $16,168 $37,806
Total Allocated Indirect Costs $12,850,988 |  $268,320 $775445  $1,235334 $587,780 $799,745 $426,237  $1,381,525 $362,060 $2,356,718  $1,176,231  $2,780962  $213,941 $486,689
Total Allocated Indirect Depreciation Costs $152,451 $4,304 $9,078 $15,683 $5,822 $9,376 $7,390 $15,922 $4,160 $27,469 $13,385 $31,206 $2,823 $5,834
Annual Implementation Cost Amortization $187,175 $5,639 $11,084 $17,649 $7,966 $10,926 $9,895 $18.175 $5,635 $34,408 $16,040 $38,607 $3,470 $7.682
Total Annual Cost of Operations $50,595,200 | 1,271,954 3,154,026 4,980,526 2,093,493 3,013,129 2,117,796 5052195 1,540,945 9,179,494 4434797 11,016,622 869,083 1,871,140
Profit $5,311,098 |  $133520 $331,086 $522,818 $219,759 $316,295 $222.310 $530,341 $161,757 $963,593 $465531  $1,156,441 $91,230 $196.418
Operating Ratio 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5%|
Total Operating Cost $55,906,299 | $1,405474  $3485111  $5,503,344 $2,313,252  $3,329,425  $2,340,107  $5582,536  $1,702,702 $10,143,087  $4,900,328  $12,173,063  $960,313  $2,067,558
Contractor Pass-Through Costs
Interest Expense $1,935,353 $51,487 $120,815 $185,587 $78,547 $117,820 $75,036 $201,758 $58,377 $352,149 $172,459 $415,661 $33,559 $72,097
Interest Expense on Implementation Cost $63,894 $1,718 $3,772 $6,404 $2,726 $3,781 $2,950 $6,259 $1,987 $11,832 $5,475 $13,544 $1,078 $2,368
Contract Changes to Specific Agencies ($435,254) $0 $0 $0 $0 $0 $453,384) $24,201 $0 $0 $6,071) $0 $0 $0
BASE COMPENSATION $57,470,292 | $1,458,679  $3,609,698  $5,695334 $2,394,526  $3451,025  $1,964,709  $5814,754  $1,763,066 $10,507,068  $5.072,191  $12,602,268  $994,950  $2142,023
Incentives and Disincentives $253,210 $2,395 $11,280 $33,983 $16,423 $15,327 $2,878 $23,827 $7,592 $54,105 $18,063 $60,521 $1,576 $5,239
Total Contractor Adjustments $253,210 $2,395 $11,280 $33,983 $16,423 $15,327 $2,878 $23,827 $7,592 $54,105 $18,063 $60,521 $1,576 $5,239
TOTAL CONTRACTOR'S COMPENSATION | $57,723,502 | $1,461,074  $3,620978  $5729,318 $2,410,949  $3,466,353  $1,967,587  $50838,582  $1,770,658 $10,561,173  $5,090,254  $12,662,789  $996,526  $2,147,262
Prior Year's Surplus/Shortfall to/from Recology
Revenue Reconciliation 2013 (Surplus)/Shortfall $1,201,811 $136,721 $883,732 ($41,259) ($134,974) $333,499 ($356,908) $150,422 ($17,634) ($144,629) $91,362 $433,685 ($14,775) ($117,433)
Interest on 2013 (Surplus)/Shortfall $79,525 $8,716 $56,338 $0 $0 $0 $0 $9,589 $0 $0 $5,824 $0 ($942) $0
[Sub-Total $1,281,336 |  $145437 $940,070 ($41,259) ($134,974)  $333,499 ($356,908) $160,011 ($17,634) ($144,629) $97,186 $433,685  ($15717)  ($117.433)
TOTAL BALANCE TO CONTRACTOR 2015 $59,004,838 | $1,606512  $4561,048  $5,688,059 $2,275975  $3,799,852  $1,610679  $5998,592  $1,753,024 $10,416,544  $5187,441  $13,096,474 _ $980,809  $2,029,829
TOTAL BALANCE TO CONTRACTOR - 2014 $55,614,705  $970,624  $4,306,482  $4,660,449 $2,275396  $3,383,394  $1,774,784  $5853,875  $1,661,806 $9,236,794  $4,998608 $13,322,193  $788,856  $2,381445
Change in Contractor's Compensation $3,390,132  $635,888 $254566  $1,027,610 $579 $416,458 ($164,105) $144,717 $91,218 $1,179,750 $188,833  ($225719) $191,953  ($351,616)
Percentage Change in Compensation 6.10% 65.51% 5.91% 22.05% 0.03% 12.31% -9.25% 2.47% 5.49% 12.77% 3.78% -1.69% 24.33% -14.76%
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SECTION 4 2014 MEMBER AGENCY REVENUE REQUIREMENT OBLIGATIONS

4.A  Components of Member Agency Revenue Requirement

The compensation to Recology for 2015 collection service is only one of several components that make
up the total collection cost reflected in the Member Agency’s solid waste collection rates. In addition to
the Recology compensation for collection service, there are pass-through costs (discussed below) that are
also included in the Member Agency’s Revenue Requirement (see Table 8 -Member Agency Projected
Rate Impacts).

4.B Pass-Through Costs
The pass-through costs are the following:

1. Disposal and processing expense — Disposal and processing expenses are based on projected
tonnage and estimated 2015 tip fees at the Shoreway Environmental Center. No increase in 2015
Shoreway tip fees are planned. Tonnage assumptions used were provided to Member Agencies on
July 21% with any comments due back on August 9". The tonnage assumptions have been revised
based on new tonnage information from Recology received September 16, 2014.

2. Franchise fee — Franchise and other Member Agency fees and programs (e.g., Curbside Inc. Door-
to-Door HHW Collection Service). Fee assumptions used were provided to Member Agencies on
July 21% with any comments due back on August 9.

3. Agency specific changes — Agency specific changes to the Agreements are captured and applied to
each Member Agency. These changes are: Recology billing service for Menlo Park, credit for
Hillsborough purchase of organics carts and reduced cost for back yard service, and a cost credit
for city-purchased kitchen pails to San Carlos.

4.C Cost Variance from 2014 to 2015

The variance in Total Revenue Requirement from 2014 to 2015 is shown in Table 7 by cost category and
the rate impact of each change. The Recology and other pass-through costs component of the 2015 rate
impact shows an average SBWMA negative rate adjustment of 0.9%. This rate adjustment is broken
down into the following components:

1. The 2015 projected revenue before 2015 rate increases ($98,758, 368) is compared to the current
estimated revenue requirement for 2014 (i.e., $97,623,108). This shows a base revenue surplus of
$1,135,259 due to revenue exceeding the 2014 base total cost. Rates could decrease by 1.1% due
to this surplus.

2. Recology Base Compensation increased 0.6% or $356,435 over 2014 compensation. Incentive
payments owed to Recology decreased by $218,961. The net compensation increase to Recology
is $137,473 with a rate impact of 0.2%

3. Disposal and Processing Fees at Shoreway are basically flat primarily due to no tip fee increase
planned for 2015.

4. Member Agency fees are also basically flat.

The specific variance summary for each Member Agency is contained in Appendix D and will vary in
accordance with the specific circumstances for each Member Agency. For the details on operational
statistics and compensation by Member Agency, including year over year changes, please refer to Part 1l
section 1 of Recology’s Application.
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Table 7 — Recology and Other Pass-Through Costs Variance and Rate Adjustment

SBWMA TOTAL
COLLECTION RATE VARIANCE 2015 Variance
ANALYSIS 2015 vs 2015 vs %
2014 Estimated | 2015 Estimated | 2014 Change 2014 % Rate Impact
Estimated Revenue (Before Rate Increase) $98,758,368
Projected Collection Revenue (After Rate Increase) $98,750,452
2014 Base Revenue Surplus / <Shortfall> $1,135,259 -1.1%

Base Compensation 0.4%
Agency Specific Contract Changes 0.0%
Incentives / Disincentives -0.2%
0.1%
|Other Pass-Through Costs
Disposal & Processing Fees $25,923,251 $25,918,674 ($4,577) 0.0% 0.0%
Agency Franchise & Other Fees $14,113,827 $14,131,238 $17,410 0.1% 0.0%
|5Ubt0ta| Other Pass-Through Costs $40,037,079 $40,049,912 $12,833 0.0% 0.0%
0.2%
2014 Estimated Surplus / <Shortfall>| $1,127,343
2015 Estimated Surplus / <Shortfall> $984,954
Required Revenue Adjustment -1.0% -1.0%

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's
Compensation which is subject to Board Approval.

4.D Total Recommended Rate Adjustment

The SBWMA is responsible for compiling all the components that make up the recommended rate
adjustment for 2015 and are summarized in Table 8. The recommended rate adjustment is derived from
comparing the 2015 base revenue at 2014 rates ($98,758,368) to the total revenue impact on line F.1
($96,522,162) which in total results in a surplus balance with Recology ($2,236,206) and a 2.3%
recommended rate reduction (line F.3). The following provides an explanation of the sections in Table 8.

e Section A provides the 2015 Revenue Surplus/Shortfall (A.1), Agency Fees on the additional
revenue (A.2) and the Rate Adjustment Percentage (A.3) from changes in the Total Contractor’s
(i.e., Recology) Compensation for 2015 and the other Pass-Through cost components of disposal
expense and agency fees. The total SBWMA rate impact is negative 1.0%.

e Section B provides the results of the 2013 Recology Revenue Reconciliation surplus / shortfall
that must be added to the 2015 rate adjustment. The total SBWMA rate impact is 1.6%.

e Section C is the 2015 Required Rate Adjustment which is the sum of sections A and B. The total
SBWMA rate impact is 0.7%.
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e Section D provides the “2014 Estimated Revenue Reconciliation” surplus/shortfall for
informational purposes only. Also in this section is the 2012 surplus/shortfall which would have
been included in the 2014 rate adjustment. The total for all SBWMA Member Agencies is a
$2,882,996 estimated surplus. The 2014 Revenue Reconciliation will be finalized in 2015, similar
to how the 2013 Revenue Reconciliation was finalized in 2014.

e Section E provides an opportunity for agencies to estimate lost revenue from Future Residential
Cart Migration or other reasons. This is for informational purposes only and Agencies are not
obligated to set rates to capture any shortfalls associated with projected future cart migration but
may find it prudent to do so.

e Section F provides the “Total Rate Impact” which includes the result of Sections C, D and E. The
total SBWMA rate impact is a decrease of 2.3%. The Member Agencies are obligated to set
rates to generate the revenue needed as denoted in Section F per the MOU between Recology
and SBWMA.. Agencies that set rates lower than delineated in Section F and experience a
shortfall in revenue are liable for future interest charges from Recology.
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Table 8 — Total Collection Rate Impact (Part 1 of 2)

SBWMA

revised as of 9/16/2014 2015 Rate Year
2015 Collection Revenue @ 2014 Rates $98,758,368 $3,124,450 $7,077,416 $10,629,807 $4,650,501 $5,034,247 $3,194,264 $10,188,615
Total Contractor's Compensation $ 57,723503 | $ 1461074 |$ 3620978 |$ 5729318 | $ 2410949 | $ 3466353 |$ 1967587 |$ 5838582
Other Pass-Through Costs

Disposal & Processing Fees $ 25918674 | $ 909,848 | $ 1,358,146 | $ 2944680 [ $ 1527668 | $ 1455665 | $ 700,156 | $ 2,658,278

Agency Franchise Fees $ 14,131,238 | $ 319,995 | $ 1,904,142 | $ 1953515 | $ 798,770 | $ 376,130 | $ 309,029 | $ 1,694,860

Total Other Pass-Through Costs $ 40,049912 | $ 1,229,844 | $ 3,262,288 | $ 4,898,195 | $ 2,326,439 | $ 1,831,795 | $ 1,009,184 | $ 4,353,138
2015 REVENUE REQUIREMENT $97,773,415 $2,690,918 $6,883,266 $10,627,512 $4,737,388 $5,298,147 $2,976,771 $10,191,719
A. 2015 RATE YEAR REVENUE REQUIREMENT
A.1 Surplus/(Shortfall) $984,954 $433,532 $194,149 $2,294 ($86,886) ($263,901) $217,493 ($3,105)
A.2 Agency Feeson Al ($26,906) $0 $0 $0 ($8,526) ($13,195) $0 ($404)
A.3 Rate Adjustment Percentage -1.0% -13.9% -2.7% 0.0% 2.1% 5.5% -6.8% 0.0%

(See Rate Variance Analysis for detail.)

B. 2013 Recology Revenue Reconciliation

B.1 surplus/<Shortfall>, incl Interest ($1,281,334) ($145,437) ($940,070) $41,259 $134,974 ($333,499) $356,908 ($160,011)
B.2 Agency FeesonB.1 ($323,504) ($14,544) ($244,418) $0 $0 ($16,675) $0 ($20,801)
B.3 Less Agency Funds Available $0 $0 $0 $0 $0 $0 $0 $0

B.4 Rate Adjustment Percentage 1.6% 5.1% 16.7% -0.4% -2.9% 7.0% -11.2% 1.8%

C. 2015 REQUIRED REVENUE ADJUSTMENT (A+B) ‘

C.1 cumulative Revenue Requirement $99,405,157 $2,850,899 $8,067,755 $10,586,253 $4,610,940 $5,661,516 $2,619,863 $10,372,936
C.2 subTotal Year Surplus/(Shortfall) _ _ | _ (8646.790) |  $273,562 _ | _ (8990339) | _ ¢ $43583 _ [ ._ $39.562_ | _ (8627,270) | _ 8574401 |  ($184321)
C.3: Rate Adjustment Percentage _____ __._._._.._.._.._._07% __|__.88%__[ 140% _ 1 _._. 04% | _08%_ ) 125% _ | _._-180% | _ 1 18% _ _.
D. 2014 ESTIMATED REVENUE RECONCILIATION*

D.1 surplus/(Shortfall), 2014 estimated $1,127,343 $378,661 $151,377 $54,475 ($76,110) ($452,020) $224,966 ($7,581)
D.2 Agency Fees onD.1 ($31,055) $0 $0 ($7,469) ($22,601) $0 ($986)

D.3 surplus/(Shortfall), 2012 FINAL (incl. interest) $1,786,708 $529,570 ($644,512) $1,042,174 $106,172 $258,556 $220,512 ($50,790)
D.4 Additional 2012 Revenue billed in 2013 $0 $0

D.5 Net 2012 /2014 Surplus/(Shortfall) $2,882,996 $908,231 ($493,136) $1,096,649 $22,593 ($216,065) $445 478 ($59,356)
D.6 Rate Adjustment Percentage -2.9% -29.1% 7.0% -10.3% -0.5% 4.3% -13.9% 0.6%

(See Rate Variance Analysis for detail)

*2014 actual revenue reconciliation covered in 2015 rates

RESIDENTIAL CART MIGRATION ESTIMATED
E. FUTURE REVENUE SHORTFALL

E.1 CanMigration Impact $0

E.2 Rate Adjustment Percentage 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

F. TOTAL RATE IMPACT (C+D+E)**

F.1 TOTAL REVENUE IMPACT $96,522,162 $1,942,667 $8,560,890 $9,489,605 $4,588,347 $5,877,582 $2,174,385 $10,432,292

F.2 Total Year Surplus/(Shortfall) $2,236,206 $1,181,783 ($1,483,474) | $1,140,202 $62,155 ($843,335) $1,019,879 ($243,677)

F.3 !_C_qmql_ative Rate Adjustment Percentage -2.3% -37.8% -10.7% -13% 16.8% -31.9% 24%
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Table 8 — Total Collection Rate Impact (Part 2 of 2)

SBWMA
TOTAL COLLECTION RATE IMPACT BY MEMBER AGENCY - 2015

revised as of 9/16/2014 2015 Rate Year

2015 Collection Revenue @ 2014 Rates $ 2655892 |$ 18010818 | $ 8,094,326 [ $ 21,408,361 | $ 1,501,854 | $ 3,187,818
Additional Agency Funds
2015 Collection Revenue @ 2014 Rates $2,655,892 $18,010,818 $8,094,326 $21,408,361 $1,501,854 $3,187,818
Total Contractor's Compensation $ 1770658 |$ 10,561,173 | $  5090,254 | $ 12,662,789 | $ 996,526 | $ 2,147,262
Other Pass-Through Costs
Disposal & Processing Fees $ 777,105 | $ 5006359 | $ 1853551 |$ 5570972 | $ 372,306 | $ 783,940
Agency Franchise Fees $ 141,455 | $ 2,466,104 | $ 942,799 | $ 2,948,826 | $ 96,637 | $ 178,976
Total Other Pass-Through Costs $ 918,560 | $ 7,472,462 | $ 2796350 | $ 8,519,798 | $ 468,944 | $ 962,915
2015 REVENUE REQUIREMENT $2,689,218 $18,033,635 $7,886,604 $21,182,587 $1,465,470 $3,110,177
A. 2015 RATE YEAR REVENUE REQUIREMENT
Al subtotal Year Surplus/(Shortfall) ($33,326) ($22,817) $207,721 $225,775 $36,384 $77,641
A.2 Agency Fees on Al ($1,666) ($3,115) $0 $0 $0 $0
A.3 Rate Adjustment Percentage 1.3% 0.1% -2.6% -1.1% -2.4% -24%

(See Rate Variance Analysis for detail)

B. 2013 Recology Revenue Reconciliation

B.1 subtotal Year Surplus/<Shortfall>, incl Interest $17,634 $144,629 ($97,186) ($433,685) $15,717 $117,433

B.2 Agency FeesonB.1 $0 $0 ($9,719) ($17,347) $0 $0

B.3 Less Agency Funds Available $0

B.4 Rate Adjustment Percentage -0.7% -0.8% 1.3% 2.1% -1.0% -3.7%

C. 2015 REQUIRED REVENUE ADJUSTMENT (A+B)

C.1 cumulative Revenue Requirement $2,673,250 $17,892,121 $7,993,509 $21,633,619 $1,449,753 $2,992,744
C.2 Total Year Surplus/(Shortfall) | _ ($17.358) | $118697 | _$100817 _ { . ($225.258) | _$52101 | $195074 _ |
C.3! Rate Adjustment Percentage _  _. _.._.._.._.._.._.. ol0T% | 0T% | 2% | L% | 38 | :6.1%_
D. 2014 ESTIMATED REVENUE RECONCILIATION*

D.1 Surplus/(Shortfall), 2014 estimated $40,994 $278,893 $79,432 $357,031 $35,926 $61,299

D.2 Agency FeesonD.1 $0 $0 $0 $0 $0 $0

D.3 surplus/(Shortfall), 2012 FINAL (incl. interest) $35,269 $1,022,956 $214,542 ($754,507) $0 ($193,233)
D.4 Additional 2012 Revenue billed in 2013

D.5 Net 2012 / 2014 Surplus/(Shortfall) $76,263 $1,301,850 $293,974 ($397,476) $35,926 ($131,935)
D.6 Rate Adjustment Percentage -2.9% -7.2% -3.6% 1.9% -2.4% 4.1%

(See Rate Variance Analysis for detail)
*2014 actual revenue reconciliation covered in 2015 rates

RESIDENTIAL CART MIGRATION ESTIMATED
E. FUTURE REVENUE SHORTFALL

E.1 Can Migration Impact

E.2 Rate Adjustment Percentage 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

E. TOTAL RATE IMPACT (C+D+E)**

F.1 TOTAL REVENUE IMPACT $2,596,988 $16,590,271 $7,699,534 $22,031,095 $1,413,826 $3,124,679

F.2 Total Year Surplus/(Shortfall) $58,904 $1,420,547 $394,791 ($622,734) $88,027 $63,140

F.3 iCumuI ative Rate Adjustment Percentage -2.2% -7.9% -4.9% 2.9% -5.9% -2.0%
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SECTION S CONCLUSION

The SBWMA'’s review of the 2015 Recology Compensation Application results in the recommendation to
adjust the 2015 compensation to Recology (i.e., Total Contractor’s Compensation) by a 0.2% (i.e.,
$137,473) increase over approved 2014 compensation, as provided in the Executive Summary and Tables
A, B and E in Recology’s Application.

The Member Agency snapshot report prepared by the SBWMA, and updated by Recology annually, can
be found in the Recology Application as Appendix 3. Each snapshot report includes six tables for each
Member Agency including: 1) a three year summary of major statistics used to allocate costs; 2) detailed
comparison of Recology costs for 2015 vs. 2014; 3) detailed cost comparison of 2015 vs. 2014 by
Recology service sectors; and, 4) three tables showing the actual cost allocation process by service sector
and the seventeen lines of business.
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EXECUTIVE SUMMARY

Overview of the Application

Recology San Mateo County (Recology) is pleased to submit our 2015 Application for a
Contractor's Compensation Adjustment per Section 11.04 of the Franchise Agreements
with the twelve South Bayside Waste Management Authority (SBWMA) Member
Agencies. The format of this Application is similar to the prior year submittal, which had
been modified, with the assistance of the SBWMA _and feedback from Board members,
in an effort to provide a more user friendly and easier to understand Application.

The feedback received identified that the Application would be best presented in two
parts. Part | is made up of the report summarizing the construction of the Calculation of
Contractor's Compensation, the supporting tables and charts and describing identified
cost allocation variances. Part 2 is made up of the source files and contains the data
used to create the Application as well as other specific data identified in Article 11 of the
Franchise Agreement as required information needed to be included in the Application.

Section 1 of this Application (Calculation of Contractor's Compensation for the 2015
Rate Year and Variance Analysis) explains the first step in calculating the annual
adjustment to Recology’s compensation. This section provides the results of our
calculations and explains how the base compensation is adjusted using the indices
prescribed in the Franchise Agreements. Also included are explanations on special
issues such as Incentive and Disincentive payments and sections pertaining to several
Member Agencies that have unique cost adjustments.

Section 2 (Annual 2013 Revenue Reconciliation) details the annual process to
determine what net revenue Recology retained in compensation versus the amount
actually owed to the company. This reconciliation of revenues billed by Recology
calculates the surplus or shortfall due to/from each Member Agency for 2013.

Section 3 (Allocation of Costs to the Member Agencies) explains the precesssecond
step _which is to allocate contractor's compensation across all Member Agencies
equitably as prescribed in the Franchise Agreements. This section provides the details
of the operational metrics used to allocate costs, the results of the cost allocation and
explanations for the highest variances for the following agencies: Foster City and North
Fair Oaks (CSA 8).

Section 4 (Cost Adjustment Calculations in Total and by Member Agency) explains-the
overallresults-and-provides-a-deseriptionconsists of the-tablesintheseveral Appendices

which provide statistical tables and various cost adjustment tables. These tables provide
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a summary of the detailed calculations and steps taken to derive the compensation
adjustment for 2015 by Member Agency.

Results of Index and Non-Indexed Based Cost Adjustments (Section 1)

Section 1 provides the results of the index and non-index based cost adjustments for
the twelveten cost categories which ranged from -2.6% (i.e., Fuel) to a 1.97% increase
(i.,e., Worker's Compensation Insurance). The inereasechanges for the 1210 cost
categories can be seen on Table C, page 9. The total adjustment for index-based cost
adjustments is a 1.2% increase in compensation before interest and
incentives/disincentives adjustments.

Specific Issues for 2015 (Section 1)

Section 1.2 describes the specific issues for 2015 which include a calculation of

performance incentives and disincentives-and-Member-Ageney-speeific-issues.. The net

performance incentive payment, which is lowered by performance disincentive
payments, is calculated at $260253,210. The Member Agency specific issues are
discussed in detail in Section 1.3.

Results of the 2013 Revenue Reconciliation (Section 2)

Recology issued its 2013 Revenue Reconciliation Report to the SBWMA and its
Member Agencies on March 31, 2014, per Section 11.03 of the Franchise
Agreement(s). The Revenue Reconciliation compares the amount owed to Recology to
the amount paid to Recology by Member Agency. The result was a shortfall including
interest due to Recology of approximately-$1,281,336 in 2013. The impact across the
Member Agencies ranged from a—shertfalishortfalls in the Gitycities of Belmont of
$940,070 and San Mateo of $433,685 to a surplus in Hillsborough of $356,908. The
following table provides the results of the 2013 revenue reconciliation.
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2013 Surplus or Interest Due
Member Agency (Shortfall) (to)/from Recology Total
Atherton ($136,721) ($8,716) ($145,437)
Belmont ($883,732) ($56,338) ($940,070)
Burlingame $41,259 S0 $41,259
East Palo Alto $134,974 S0 $134,974
Foster City ($333,499) S0 ($333,499)
Hillsborough $356,908 $0 $356,908
Menlo Park ($150,422) ($9,589) ($160,011)
North Fair Oaks $17,634 S0 $17,634
Redwood City $144,629 S0 $144,629
San Carlos ($91,362) ($5,824) ($97,186)
City of San Mateo ($433,685) SO ($433,685)
West Bay Sanitary District $14,775 $942 $15,717
County of San Mateo $117,433 S0 $117,433
Total ($1,201,811) ($79,525)|  ($1,281,336)

Please see West Bay Sanitary District Surplus/Shortfall discussion on page 17

section 1.3.6.

Results of the 2015 Cost Allocation (Section 3)

Section 3 provides the details of the allocation of total contractor collection costs to the
Member Agencies. This cost allocation process resulted in year-over-year variances
ranging from an increase in the North Fair Oaks of 4.03% or $68,376 to a decrease in
Foster City of 5-:00% or $181,804. The biggest driverfactor of the cost allocation is driver
hours attributed to each Member Agency which can fluctuate for a variety of reasons.
The following table provides the percentage and dollar variance in the allocation of total
eoestscompensation for 2015 compared to 2014.
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Percentage of Total Contractor’s Compensation
Total Cost Allocation

2014 2015 Difference % Variance % | Difference $
Atherton 2.60% 2.52% -0.08% -2.93% $ (44,002)
Belmont 6.33% 6.23% -0.09% -1.49% $ (54,449)
Burlingame 9.81% 9.84% 0.03% 0.30% $ 17,158
East Palo Alto 4.09% 4.14% 0.05% 1.15% $ 27,232
Foster City 6.27% 5.96% -0.31% -5.00% $ (181,804)
Hillsborough 4.18% 4.18% 0.00% -0.01% $ (231)
Menlo Park 10.00% 10.00% 0.00% -0.04% $ (2,523)
North Fair Oaks 2.93% 3.04% 0.12% 4.03% $ 68,376
Redwood City 17.66% 18.15% 0.48% 2.74% $ 280,071
San Carlos 9.00% 8.77% -0.23% -2.51% $ (130,907)
San Mateo 21.65% 21.76% 0.11% 0.53% $ 66,286
West Bay Sanitary 1.71% 1.72% 0.01% 0.44% $ 4,403
County of San Mateo 3.78% 3.70% -0.09% -2.26% $ (49,610)
Totals 100% 100% 0.00% N/A $ (0)

Note: Dollar difference amounts in parentheses are a reduction in total cost allocation.
Year 2014 and 2015 percentages are shown rounded to two decimal places.

2015 Total Adjustment to Contractor's Compensation (Section 4)

The calculated adjustment for the Total Contractor's Compensation for Rate Year 2015
increased by 0.2%, or $137,473 over the compensation approved for 2014. This total
contractor's compensation adjustment for the SBWMA service area as a whole is
summarized in the table on the next page.
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Compensation - | Compensation -
2014 2015 Change % Change
Total Annual Cost of Operations 49,998,504 50,595,200 596,696 1.2%
Profit 5,248,462 5,311,098 62,637 1.2%
Operating Ratio 90.5% 90.5%
Total Operating Costs 55,246,966 55,906,299 659,333 1.2%
Total Contractor Pass-Through Costs 1,866,892 1,563,993 (302,899) -16.2%
BASE CONTRACTOR'S COMPENSATION 57113.858 57.470,292 356.434 0.6%
Other Adjustments
Incentive / Disincentives 472,171 253,210 (218,961)
Total Other Adjustments - - -
TOTAL CONTRACTOR'S COMPENSATION 57,586,029 57,723,502 137,473 0.2%

This table provides the year-over-year comparison of the percentage change in total
Contractor’'s Compensation-_due to Recology for collection services. These figures do
not include disposal and processing costs, franchise fees or the annual revenue
reconectiationRevenue Reconciliation surplus/shortfall.
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1. CALCULATION OF CONTRACTOR'S COMPENSATION
FOR THE 2015 RATE YEAR AND VARIANCE
ANALYSIS

1.1. ANNUAL ADJUSTMENT TO CONTRACTOR’S BASE COMPENSATION

The process to adjust Recology’s compensation entails several steps as—follows—and

iswhich are explained in detail in-subseguent-sections-of this report.

The first step is to adjust the prior year’s costs by the various indices prescribed in the
Franchise Agreements (refer to section 1.1.3.). AThe second step is to add specific
adjustments to the Base Contractor's Compensation. These include
Incentive/Disincentive payment owed to/from Recology and other specific adjustments
that may arise in the normal course of this contract. AThe final step is to calculate the
Surplus/Shortfall due to/from Recology for the prior year's compensation. Since this is a
revenue issue and not a cost issue, it is dealt with separately in this report (refer to
Section 2).

1.1.1. Overview of Annual Contractor’s Compensation Adjustment

The annual compensation adjustment fer-Recelogyprocess is prescribed in the Member
Agency Franchise Agreements in Article 11 (Contractor's Compensation, Pass-Through
Costs and Rates), Attachment K (Contractor's Compensation and Rate Setting Process)
and Attachment N (Contractor's Compensation and Rate Setting Statistics). Article 11
provides an overview of the compensation methodology. Attachment K explains the
detailed process and specific rules used to adjust the various cost categories and the
allocation of costs to the Member Agencies. The tables that comprise Attachment N are
used to calculate the specific cost adjustments prescribed in Attachment K. Therefore,
the process to annually adjust Contractor's Compensation is implemented by following
the provisions in Article 11, Attachment K and Attachment N.
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1.1.2. Total Contractor’s Compensation Adjustment

The calculated adjustment for the Total Contractor's Compensation for Rate Year 2015
increased by 0.2%, or $131,650137,473, to $57,732,565723,502 over the compensation
approved for 2014. This total cost adjustment for the SBWMA service area as a whole is
summarized in Table A below.

Table A
Compensation - | Compensation -
2014 2015 Change % Change
Total Annual Cost of Operations 49,998,504 50,595,200 596,696 1.2%
Profit 5,248,462 5,311,098 62,637 1.2%
Operating Ratio 90.5% 90.5%
Total Operating Costs 55,246,966 55,906,299 659,333 1.2%
Total Contractor Pass-Through Costs 1,866,892 1,563,993 (302,899) -16.2%
BASE CONTRACTOR'S COMPENSATION 57,113,858 57,470,292 356,434 0.6%
Other Adjustments
Incentive / Disincentives 472,171 253,210 (218,961)
Total Other Adjustments - - -
TOTAL CONTRACTOR'S COMPENSATION 57,586,029 57,723,502 137,473 0.2%

The adjusted Total Contractor's Compensation for each Agency is provided in Table B
on the next page.

Please note that the figures in the above Table A and Table B do not include disposal
and processing costs, franchise fees or the annual revenue reconciliation. Table A and
Table B only pertain to Recology’s Base Compensation.
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Table B

2015 Costs
BASE COLLECTION COSTS North Fair Unincorporated
2015Total Atherton Belmont Burlingame E Palo Alto Foster City | Hillsborough | Menlo Park Oaks Redwood City | San Carlos San Mateo West Bay County
Annual Cost of Operations
Direct Labor-Related Costs
Wages for CBAs $16,087,056 $414,595 $1,020,799 $1,646,504 $636,448 $932,795 $712,942 $1,536,427 $510,138 $2,899,466 $1,374,805 $3,559,930 $272,181 $570,027
Benefits for CBAs $6,402,691 $167,403 $408,493 $642,608 $254,504 $369,708 $288,632 $605,643 $204,565 $1,154,351 $548,074 $1,419,205 $109,047 $230,457
Payroll Taxes $1,338,443 $34,494 $84,930 $136,989 $52,952 $77,609 $59,317 $127,831 $42,443 $241,236 $114,384 $296,186 $22,645 $47,426
Workers Compensation Insurance $1.417,940 6,543 $89.975 145,125 $56,008 $82,218 2,840 $135.423 $44,965 255,564 $121,178 $313,778 $23.901 $50,243
Total Direct Labor Related-Costs $25,246,130 $653,035 $1,604,198 $2,571,226 $1,000,002 $1,462,329 $1,123,731 $2,405,324 $802,111 $4,550,617 $2,158,441 $5,589,100 $427,863 $898,153
Direct Fuel Costs $4,108,341 $112,349 $252,785 $388,665 $164,734 $245,162 $198,179 $412,827 $125,956 $747,309 $358,875 $870,347 $74177 $156,976
Other Direct Costs $2,150,774 $56,869 $132,603 $200,814 $85,363 $128,121 $99,327 $217,189 $65,088 $391,297 $188,719 $450,164 $37,665 $79,552
Depreciation
- Collection Vehicles $4,016,792 $113,022 $244,835 $378,001 $156,970 $241,740 $193,880 $418,966 $119,157 $731,793 $354,851 $836,229 $73,054 $154,294
- Containers $1,882,550 $58416 $123,998 $164,155 $84,856 $115,730 $50,158 $182,268 $56,777 $339,881 168,54 $411,007 $36,000 $81,961
Total Depreciation 5,809,342 171,439 368,833 542,156 241,825 357,470 253,037 601,234 175,934 1,071,675 523,105 1,247,236 109,144 236,255
Allocated Indirect Costs
General and Administrative $7,055,693 $109,543 $424,151 $651,675 $358,265 $443,830 $168,282 $766,331 $202,024 $1,310,886 $669,536 $1,576,923 $108,440 $265,807
Operations $1,750,219 $49,418 $105,079 $178,603 $66,649 $106,605 $85,344 $183,653 $48,424 $315,180 $152,570 $358,443 $32,876 $67,375
Vehicle Maintenance $3,005,558 $84,862 $180,447 $306,706 $114,452 $183,068 $146,556 $315,377 $83,155 $541,242 $262,001 $615,535 $56,457 $115,700
Container Maintenance $1,039,517 $24,496 $65,768 8,350 $48414 $66,242 $26,055 $116,165 $28,456 $189.410 $92,124 $230,061 $16,168 $37,806
Total Allocated Indirect Costs $12,850,988 $268,320 $775,445 $1,235,334 $587,780 $799,745 $426,237 $1,381,525 $362,060 $2,356,718 $1,176,231 $2,780,962 $213941 $486,689
Total Allocated Indirect Depreciation Costs $152,451 $4,304 $9,078 $15,683 $5,822 $9,376 $7,390 $15,922 $4,160 $27,469 $13,385 $31,206 $2,823 $5,834
Annual Implementation Cost Amortization $187.175 $5.639 $11,084 17,649 $7.966 $10926 $9.805 $18175 $5.635 $34,408 16,040 8,607 $3.470 7,682
Total Annual Cost of Operations * $50,595,200 1,271,954 3,154,026 4,980,526 2,093,493 3,013,129 2,117,796 5,052,195 1,540,945 9,179,494 4,434,797 11,016,622 869,083 1,871,140
Profit $5,311,008 $133520 $331,086 $522,818 $219,759 $316,205 22,310 30,341 $161,757 $963,593 $465,531 $1,156,441 $91.230 $196.418
Ope rating Ratio 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5%
Total Operating Cost $55,906,209 $1,405,474 $3,485,111 $5,503,344 $2,313,252 $3,329,425 $2,340,107 5,582,536 $1,702,702 $10,143,087 $4,000,328 $12,173,063 $960,313 $2,067,558
Contractor Pass-Through Costs
Interest Expense $1,935,353 $51,487 $120,815 $185,587 $78,547 $117,820 $75,036 $201,758 $58,377 $352,149 $172,459 $415,661 $33,559 $72,007
Interest Expense on Implementation Cost $63,804 $1,718 $3,772 $6,404 $2,726 $3,781 $2,950 $6,259 $1,987 $11,832 $5,475 $13,544 $1,078 $2,368
Contract Changes to Specific Agencies ($435,254) $0 $0 $0 $0 $0 ($453,384) $24,201 $0 $0 ($6.071) $0 $0 $0
BASE COMPENSATION $57,470,292 $1,458,679 $3,609,698 $5,695,334 $2,394,526 $3,451,025 $1,964,709 $5,814,754 $1,763,066 $10,507,068 $5,072,191 $12,602,268 $994,950 $2,142,023
Incentives and Disincentives $253,210 $2,395 $11,280 $33,983 $16,423 $15,327 $2,878 $23,827 $7,502 $54,105 $18,063 $60,521 $1,576 $5,239
Total Contractor Adjustments $253,210 $2,395 $11,280 $33,983 $16,423 $15,327 $2,878 $23,827 $7,592 $54,105 $18,063 $60,521 $1576 $5,239
TOTAL CONTRACTOR'S COMPENSATION $57,723,502 $1,461,074  $3.620978 $5,729,318 $2,410,949 $3,466,353 $1,967,587 $5,838,582 $1,770,658 $10,561,173 $5,090,254 $12,662,789 $996,526 $2,147,262
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1.1.3. Cost Adjustment Process

The 2015 Recology Compensation Application adjusts 2014 costs by applying the year-
over-year changes in several United States Department of Labor indices. Additional
cost adjustments have been made for speeific—issues;the 2013 Revenue
Surplus/Shortfall, interest payments due to/from Recology and 2013-cempensation-and
performance incentive/disincentive payments. In addition, several Agencies have
specific adjustments (i.e., the Town of Hillsborough, the City of San Carlos, and the City
of Menlo Park — see page 16 for more information on this).

The percentage increase and theirseurce-nexplanation of the various_adjustments by
cost categories used as the basis for the 2015 adjustment to Recology’s compensation
are provided in Table C on the following page.
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Table C

The wages adjustment is based on the CPI index described
CBA Wages (Drivers) 1.89% [in Table 1 of Attachment K.

_ _ The benefits adjustment is based on the CPI index
CBA Benefits (Drivers) 1.89%  |described in Table 1 of Attachment K.

The payroll tax rate is adjusted by changes in Federal or
state payroll tax rates. There are no tax rate changes for

i 0,
Payroll Tax (Drivers) 1.89% 2015; therefore, the payroll tax expense changes in
accordance with change in wages.

Worker’s Compensation . The workers compensation insurance adjustment is based
Insurance (Drivers) 1.97%  1on an index which increased 1.97%.
Depreciation — Collection No adjustment in 2015.

. 0.0%
Vehicles
Depreciation - Containers 0.0% |NOadjustmentin2015.

The wages and benefits adjustments are based on the CPI

CBA (Mechanics and Clerical
( ) 1.89% |index described in Table 1 of Attachment K.

Wages and Benefits

The adjustment is based on the CPI index described in
Non-CBA Labor 1.89%  [Table 1 of Attachment K.

The Fuel expense is adjusted by the change in a fuel index
of -2.60%.

The Other Indirect expense includes insurance, general
Other Indirect 1.18% |office expense, safety, etc. Other Indirect expenses are
adjusted by 80% of a CPI index change of 1.47%.

Fuel -2.60%

The flowchart provided as Table D illustrates graphically the cost adjustment process
that is conducted each year.
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Table D

SBWMA - CONTRACTOR COST ADJUSTMENT PROCESS

Collection and Shoreway Operations Contracts

2014 APPROVED COSTS (not 2015 CONTRACTORS
ADJUSTMENT
actual costs) COMPENSATION
CBA Index adjustment beginning Rate .
+ = Base plus Adjustment
(wages & benefits) Year 2014 P )
Other Cost + Index = Base plus Adjustment
Fuel + Index = Base plus Adjustment
Depreciation + No Change = Last Year's Depreciation
Profit calculated on total
Allowable Profit approvgd COSFS gt
Operating ratio in
Proposal
Contractor Pass-Through Cost
Interest is fixed on sliding scale Annual Interest Expense
Interest .
based on final capital cost per Interest Schedule
Other Actual cost; ie, regulatory fees, etc. Actual Cost

2015 TOTAL BASE
Total of all Costs Above CONTRACTOR
+ = COMPENSATION

2014 TOTAL BASE
CONTRACTOR COMPENSATION

Note: The "CBA (wages & benefits)" row applies to the Collective Bargaining Agreements covering drivers, mechanics and
clerical employees. Simplified - for illustration only.

The result of the Cost Adjustment Process is provided in Table E on page 13.

1.1.4. Direct Labor-Related Costs

Total Direct Labor and related costs increased by $470,003 or 1.9%, from the approved
2014 costs. This change is the result of applying an increase for changes in indices, as
described in Table 1 of Attachment K. The four specific costs that are adjusted which
comprise the Direct Labor cost category increased as follows: 1) Wages for CBAs
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$298,841; 2) Benefits for CBAs $118,940; 3) Payroll Taxes $24,864; and 4) Workers
Compensation $27,359.

Payroll tax expense has increased by $24,864 due to the increase in wages described
above. The actual payroll tax rate is unchanged from 2014.

The final component of Direct Labor cost, Workers’ Compensation expense, increased
by 2.0% or $27,359 as a result of applying the change in the Employment Cost Index.

1.1.5. Direct Fuel Costs

Direct Fuel Costs are adjusted based on the change in the Producer Price Index -
Commodity Index for #2 diesel fuel. The adjustment for 2015 is a decrease of 2.6% or
$109,711 from 2014. In 2012, this index experienced a 25.55% increase which is
indicative of the volatility of this index and the actual cost of fuel.

1.1.6. Other Direct Costs

Other Direct Costs are adjusted based on applying 80% of the change in a Federal
Consumer Price Index. The result is an increase of 1.2% or $25,083.

1.1.7. Depreciation on Collection Vehicles, Containers and Equipment

There is no cost adjustment for depreciation expense unless a change is approved to
the base capital for trucks, containers and equipment. Therefore depreciation expense
for Rate Year 2015 is the same as for Rate Year 2014.

1.1.8. Indirect Costs Excluding Depreciation

Allocated Indirect Costs Excluding Depreciation include overhead costs, as follows:
General and Administrative costs, Operations (Supervisory) costs, Vehicle Maintenance
costs and Container Maintenance costs. These overhead cost categories each include
labor and related costs, fuel costs, and other costs. Each cost category is separately
adjusted as explained above. Allocated Indirect Costs Excluding Depreciation,
increased by 1.7% or $211,321.

1.1.9. Annual Implementation Cost Amortization

The Implementation or start-up costs for Recology to roll-out the services are amortized
over the ten year Term of the Franchise Agreements and are fixed costs. The annual

cost is $187,175 and this cost shall be applied 1o Rate Year 2015.
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1.1.10. Profit

Allowable Profit is calculated by applying the Operating Ratio (OR) of ninety and one-
half percent (90.5%) to the Contractor's approved Total Annual Costs of
Operations. The Total Annual Cost of Operations is not the actual cost of
operations. The Total Annual Cost of Operations is determined by increasing the
certain line items included in the prior year approved Total Costs of Operations by the
index identified in Attachment K. The Total Contractor's Compensation for Rate Year
2015 is made up of annual approved increases added to the amounts originally included
in Recology’s 2008 RFP submittal.

The_compensation for Total Annual Cost of Operations increased 1.2% or $596,696 and
is made up of the items discussed. Applying the prescribed OR to the Total Annual
Cost of Operations results in an increase in Profit for 2015 of 1.2%, or $62,637.

1.1.11. Contractor Pass-Through Costs

Contractor Pass-Through Costs are made up of any new Regulatory Agency Fees;_(no
changes for 2015), Interest Expense (on capital purehasesfor trucks and equipment),
and Interest Expense on Implementation Costs. Interest expense is adjusted based on
the ten year debt service schedule approved at the start of the contract. Interest
expense decreased by $289,373 to $1,935,353 for 2015. Interest on implementation
costs decreased by $9,604 to $63,894.
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Table E

Compensation - | Compensation -
2014 2015 Change % Change
Annual Cost of Operations
Direct Labor-Related Costs
Wages for CBAs 15,788,215 16,087,056 298,841 1.9%
Benefits for CBAs 6,283,751 6,402,691 118,940 1.9%
Payroll Taxes 1,313,579 1,338,443 24,864 1.9%
Workers Compensation Insurance 1,390,582 1,417,940 27,359 2.0%
Total Direct Labor Related-Costs 24,776,127 25,246,130 470,003 1.9%
Direct Fuel Costs 4,218,052 4,108,341 (109,711) -2.6%
Other Direct Costs 2,125,690 2,150,774 25,083 1.2%
Depreciation
- Collection Vehicles 4,016,792 4,016,792 - 0.0%
- Containers 1,882,550 1,882,550 - 0.0%
Total Depreciation 5,899,342 5,899,342 - 0.0%
Allocated Indirect Costs
General and Administrative 6,943,824 7,055,693 111,868 1.6%
Operations 1,720,794 1,750,219 29,426 1.7%
\ehicle Maintenance 2,951,711 3,005,558 53,847 1.8%
Container Maintenance 1,023,338 1,039,517 16,179 1.6%
Total Allocated Indirect Costs 12,639,667 12,850,988 211,321 1.7%
Total Allocated Indirect Depreciation Costs 152,451 152,451 - 0.0%
Annual Implementation Cost Amortization 187,175 187,175 - 0.0%
Total Annual Cost of Operations 49,998,504 50,595,200 596,696 1.2%
Profit 5,248,462 5,311,098 62,637 1.2%
Operating Ratio 90.5% 90.5%
Total Operating Costs 55,246,966 55,906,299 659,333 1.2%
Contractor Pass-Through Costs
Regulatory Agency Fees - - -
Interest Expense 2,224,726 1,935,353 (289,373) -13.0%
Interest Expense on Implementation Cost 73,498 63,894 (9,604) -13.1%
Contract Changes to Specific Agencies (431,332) (435,254) (3,922)
Total Contractor Pass-Through Costs 1,866,892 1,563,993 (302,899) -16.2%
BASE CONTRACTOR'S COMPENSATION 57,113,858 57,470,292 356,434 0.6%
Other Adjustments
Incentive / Disincentives 472,171 253,210 (218,961)
Total Other Adjustments 472,171 253,210 (218,961)
TOTAL CONTRACTOR'S COMPENSATION 57,586,029 57,723,502 137,473 0.2%
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1.2. SPECIFIC ISSUES FOR 2015

1.2.1. Performance Incentives and Disincentives

The Franchise Agreements prescribe numerous performance standards and also
require Recology to compile information and submit monthly, quarterly and annual
reports. The information and data contained in these reports are primarily self-reported
by Recology. All of the Performance Incentives and Disincentives (Attachment ) with
the exception of disincentives related to contamination; are self-reported by Recology.
The incentives and disincentives self-reported by Recology are currently being audited
and may be adjusted pending the results of the audit. The contamination related
disincentives are calculated by the SBWMA and payment is remitted directly to the
SBWMA so these amounts are not presented.

The net———calculated performance —incentives/disincentivesPerformance

Incentives/Disincentives payment for 2013 (net of additional Liquidated Damages per
the SBWMA audit) was an incentive payment to Recology of $260253,210. Table F
provides a breakdown by Member Agency.

The payment for Performance Incentives/Disincentives (net of additional Liquidated
Damages per the SBWMA audit) to Recology for 2012 was $472,171 (applied to 2014
rates); therefore, the compensation for Performance Incentives/Disincentives to
Recology for 2013 (applied to 2015 rates) is reduced by $218,961 from 2012.
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Table F

Performance Incentive/Disincentive Payments 2013*

Performance Incentives and Disincentives*

. Average | 90 Second Additional Net Incentives

Member Agency SFD Missed Speed of | Max Hold | Diversion Liquidated and

P/U Events . - .. .
Answer Time Damages Disincentives*
Atherton $192 ($131) $0 ($3,248) $792 ($2,395)
Belmont $442 ($484) $0 ($12,029) $792 ($11,280)
Burlingame $542 | ($1,365) $0|  ($33,951) $792 ($33,983)
East Palo Alto $42 ($667) $0| (316,589 $792 ($16,423)
Foster City $142 ($629) $0| (315,632 $792 ($15,327)
Hillsborough $342 ($155) $0 ($3,856) $792 ($2,878)
Menlo Park $442 ($969) $0 |  ($24,092) $792 ($23,827)
North Fair Oaks $246 ($318) $0 ($7,916) $396 ($7,592)
Redwood City $942 | ($2,158) $0 ($53,680) $792 ($54,105)
San Carlos $292 ($740) $0 ($18,407) $792 ($18,063)
San Mateo $1,192 [ ($2,416) $0 ($60,088) $792 ($60,521)
SM County $446 ($235) $0 ($5,845) $396 ($5,239)
WBSD $42 ($93) $0 ($2,317) $792 ($1,576)
Total $5,300 | ($10,360) $0 | ($257,650) $9,500 ($253,210)

Negative number in parenthesis denotes Incentive payment due to Recology.

*The payment calculated includes a reduction in reported SFD Missed P/U Events and additional
Liquidated Damages delineated in the SBWMA audit of Recology's 2013 Annual Report approved by the
SBWMA Board of Director's on June 26, 2014.
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1.3. MEMBER AGENCY SPECIFIC ISSUES

1.3.1. Town of Hillsborough Backyard Service Adjustment

In 2008, the Town of Hillsborough (Hillsborough) initiated a backyard collection fee
designed to encourage Single Family Dwelling customers to bring their garbage carts to
the curb for collection. As a result of the new fees imposed by Hillsborough, fewer
customers requested backyard service. This decrease in backyard collection data was
not reflected in Recology’s 2008 proposal submittal. Since the data had changed from
the time of RSMC’s 2008 proposal submittal, Hillsborough requested that Recology
review the data included in the proposal and update the assumptions to more accurately
reflect the migration to curbside service.

Recology agreed that the decrease in backyard service should in fact reduce the
estimated number of Route Hours and the number of Route Labor Hours (two key
metrics for cost allocations) needed to service Hillsborough. Therefore, RSMCRecology
reduced Hillsborough’s and the SB\WMA’sother SBWMA Member Agencies Total Single
Family Dwelling (SFD) Route Labor Hours and Route Hours for Recyclable Materials,
Compostable collection and Organic Materials collection. These changes were only
made in the Town of Hillsborough and no other Member Agencies were affected by the
changes.

The reduction in hours reduced the Total 2015 Contractor's Compensation for
Hillsborough’s Single Family Dwelling costs by $433,191—Fhis-ameountcan-befound-on
page+nTable B-, slightly higher than last year, and is combined with the Greenwaste
cost adjustment described in 1.3.4 below.

1.3.2. City of San Carlos Kitchen Pail Adjustment

A deduction will be made for the City of San Carlos which had already purchased their
kitchen pails. This—cestThis cost of $6,071, page 7 in Table B, will be deducted from
Recology’s compensation and is adjusted annually.

1.3.3. City of Menlo Park Billing Adjustment

The City of Menlo Park requested that Recology add the service of billing its customers
who had previously been billed by the city. This cost of $24,201, page 7 in Table B, will
be added to Recology’s compensation and adjusted annually.

1.3.4. Town of Hillsborough Used Green Waste Carts Adjustment

The Town of Hillsborough decided to use their previously owned organics containers
and not purchase new ones. The cost of new carts in the amount of $20,193 will be
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deducted from Recology’s compensation and is adjusted annually. This amount can be
found on page 7 in Table B and is combined with the backyard service adjustment
described in 1.3.1 above in a total of $453,384.

As part of the agreement to use used green waste carts, the annual depreciation of any
new carts requested by residents of Hillsborough would need to be added to
Contractor's Compensation (10,278 for Rate Year 2015). The staff report for the July
12, 2010 town council agenda is included page 90 of Part 2. The residents have
requested 2,061 new green waste carts since January 1, 2011. An additional
depreciation schedule can be found on page 93 of Part 2.

1.3.5. City of Belmont Unique Franchise Agreement

Eleven of the twelve SBWMA Member Agency Franchise Agreements use the same
compensation methodology to calculate the annual adjustment to the compensation
paid to Recology. One Member Agency (i.e., City of Belmont) used a different
compensation adjustment methodology; however, use of this different methodology
does not impact the costs or services provided to the other eleven Member Agencies.
Including the City of Belmont in the cost calculations with the other eleven Member
Agencies is necessary in order to accurately implement the cost allocation process
prescribed in the Franchise Agreements.

1.3.6. West Bay Sanitary District Surplus/Shortfall Adjustments

In Rate Year 2012, the West Bay Sanitary District paid Recology using District funds to
offset customer rates. This payment was intended to offset the anticipated rate shortfall
in 2013. These funds were received by Recology in 2012 and booked as revenue in
2012. As these funds were intended to offset the 2013 anticipated shortfall, the result
created a surplus of $187,547 in the 2012 Revenue Reconciliation and a subsequent
shortfall of $174,328 in the 2013 Revenue Reconciliation. To smooth out the revenue
surplus/shortfall issue created by timing of the payment of these funds, it was agreed in
April 2014 that the 2012 surplus would be applied to the 2013 shortfall. The final result
of these changes netted an Adjusted Surplus/(Shortfall) for Rate Year 2015 of $14,775.
As part of this adjustment, interest has also been recalculated on the combined balance
for the past two years. The total interest for these two years is $942. This adjustment is
presented in Table H on page 21.
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2. ANNUAL REVENUE RECONCILIATION

2.1. REVENUE RECONCILIATION FOR 2013 TO ACCOUNT FOR ANY
SHORTFALL OR SURPLUS IN COMPENSATION PAID TO RECOLOGY

For rate years 2013 through 2020, there is an annual revenue reconciliation process to
determine what net revenue Recology retained in compensation versus the amount
actually owed to the company. The calculation compares gross revenue billed, less
contractor paid Pass-Through expenses for agency fees and disposal expense at
Shoreway, versus the approved Contractor's Compensation. This reconciliation of what
was owed versus what was paid to Recology results in a surplus or shortfall owed
to/from Recology by each Member Agency. The 2013 Revenue Reconciliation is
submitted and reviewed in 2014 and the results are included in Recology’s 2015 total
compensation-adjustment. Table G illustrates how the revenue reconciliation process is
conducted each year.

Annual Revenue Reconciliation
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Table G

| 2013 REVENUE RECONCILIATION PROCESS |

January 1, 2013* December 31, 2013
AP e Recology 2013 Actual Revenue Billed
Compensation
+& -
2013 Estimated Disposal 2013 Actual Disposal® Expense
Expense Paid to SBWMA
+& -
2013 Estimated Agency Fees 2013 Actual Agency Fees Paid
- to Agency
+& -

Approved 2013 Recology

Prior Period Surplus/Shortfall Compensation (no changes)

=l =l

Actual Revenue
Surplus/Shortfall Applied to
2015 Rates

2013 Approved Revenue
Requirement

! SBWMA Board approves Total Revenue Requirementin September for Member Agencies to set rates
effective January 1.

2 Also includes Organics and Food Scraps Processing costs (tons by Member Agency x contractor rates/ton).

This surplus or shortfall will be added to or subtracted from the company’s
compensation for the subsequent rate year (2015) by Member Agency. The Recology
2013 Revenue Reconciliation Report was submitted on March 31, 2014 and is-eufrently
beinghas been audited_ by a third party firm hired by the SBWMA.

Included in the Revenue Reconciliation is a review of revenue received by Recology to
provide backyard service. The Franchise Agreement identifies that revenues billed for
providing backyard service for the first twenty percent (20%) of single family dwelling
(SFD) customers is to be excluded from contractor's compensation. Currently, no

Annual Revenue Reconciliation
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Member Agency has over 20% of their SFD customers subscribing to backyard service,
Therefore, 100% of all backyard service revenue is credited back to the Member
Agencies for Rate Year 2013.

The_final Revenue Reconciliation Report for Rate Year 2013 statedsubmitted by
Recology on June 13, 2014 after the SBWMA audit was completed and provided to
Recology for review, flnds that Recology was undercompensated by $1 281,336—TFhe

supplas—e#shemau—and—ee!ﬂd—aﬁeet—the—ealemanen—ei mcludmg mterest—elesenbed—m
Section—2-2below.. (Refer to page 21 for the Recology Revenue Reconciliation

supporting-decumentationsummary table.)

2.2. INTEREST ASSOCIATED WITH A SHORTFALL OR SURPLUS IN
REQUIRED REVENUES

Section 11.07.B of the Franchise Agreement prescribes that interest shall be applied to
any surplus or shortfall as calculated in the Revenue Reconciliation Report. The interest
is applied to fifty percent (50%) of the difference during the Rate Year in which the
difference in revenue occurred (Rate Year 26122013) and one hundred percent (100%)
of the difference during the immediately following Rate Year (Rate Year 20132014).
The interest rate is set at the prime rate plus one percent (1%). The prime rate in effect
since December 16, 2008 is 3.25%. Therefore interest is calculated at 4.25%.

In March 2014, a Memorandum of Understanding (MOU) between Recology San Mateo
County and the SBWMA was developed for Shortfall and Surplus amounts for Rate
Year 2013 and beyond;— (see Part 2, page 86:). This MOU described that shortfall
amounts that are a result of a Member Agency setting rates lower than had been
recommended by the SBWMA Board shall have interest applied as described in Section
11.07.B of the Franchise Agreement.

The MOU describes that no interest will be applied to shortfall or surplus amounts that
were generated if the Member Agency set rates as recommended by the SBWMA
Board. If a Member Agency sets rates above those recommended by the SBWMA
Board and a surplus is generated, that Member Agency can have the amount of the
surplus refunded to the Member Agency. The Refund must be requested in writing by
July 31 of each year and Recology will comply with the request for refund in a
reasonable time frame. If a Member Agency elects to have the surplus amount
refunded, that surplus amount will not be subtracted from the company’s compensation
for the subsequent rate year as described in Section 2.1 above.
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The interest to be charged or credited on the 2013 Revenue Reconciliation
surplus/shortfall and included in the Rate Year 2014 Total Contractor's Compensation is
included in Table H, page 21.
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Table H

Recology San Mateo County
Revenue Reconciliation and Interest

Rate Year 2013
North Unincorporated Member
Atherton Belmont Burlingame E Palo Alto Foster City  Hillsborough _Menlo Park Fair Oaks Redwood City San Carlos San Mateo West Bay Count Agency Total
Gross Revenue Billed $ 3,140,420 6,444,463 10,653,855 4,688,953 5,277,965 3,513,653 10,316,892 2,533,242 17,916,862 8,354,577 21,927,777 1,525,802 3,078,201 99,372,662
Less:
Pass-Through Costs 1,277,303 2,982,150 4,146,321 2,254,142 2,093,954 1,057,715 4,332,118 890,146 7,465,295 2,852,575 8,448,020 484,804 963,743 39,248,286
Unscheduled and Intermittent Services
Excluding Agency Fees 18,921 67,918 94,380 51,234 22,402 7,034 122,974 27,264 54,779 79,391 312,950 15,136 18,910 893,293
Net Revenue Billed 1,844,196 3,394,395 6,413,154 2,383,577 3,161,609 2,448,904 5,861,800 1,615,832 10,396,788 5422,611 13,166,807 1,025,862 2,095,548 59,231,083
Contractor's Compensation 1,390,581 3,656,499 5,644,000 2,252,939 3,479,863 1,883,350 5,976,300 1,697,655 10,598,199 5,340,463 12,431,010 1,085,680 2,070,059 57,506,598
Agency Specific Contract Changes (34,596) 23,601 (6,523) (17,518)
Approved Contractor's Compensation 1,390,581 3,656,499 5,644,000 2,252,939 3,479,863 1,848,754 5,999,901 1,697,655 10,598,199 5,333,940 12,431,010 1,085,680 2,070,059 57,489,080
2011 (Surplus)/Shortfall 557,857 592,047 709,885 — 40,787 539,728 50,866 (89,107) (292,478) 178,538 1,133,085 111,559 (84,662) 3,448,105
Interest on 2011 (Surplus)/Shortfall 35,563 35,478 42,540 — 2,444 32,343 3,048 (5,681) (18,645) 10,699 72,234 2,951 (5,397) 207,577
Total Due Recology San Mateo County for
Rate Year 2013 1,984,001 4,284,024 6,396,425 2,252,939 3,523,094 2,420,825 6,053,815 1,602,867 10,287,076 5,523,177 13,636,329 1,200,190 1,980,000 61,144,762
Specific 2011 Shortfall Billed in 2012 326,311 326,311
Surplus/(Shortfall) for Rate Year 2013 $ (139,805) (889,629) 16,729 130,638 (361,485) 354,390 (192,015) 12,965 109,712 (100,566) (469,522) (174,328) 115,548 (1,587,368)
2012 Calculated Surplus due to Balancing
Account Funds Paid to Recology 187,547 187,547
2013 Food Waste Disposal Adjustment 3,084 5,897 24,530 4,336 27,986 2,518 41,593 4,669 34,917 9,204 35,837 1,556 1,885 198,010
Adjusted Surplus/(Shortfall) for Rate Year 2015 (136,721) (883,732) 41,259 134,974 (333,499) 356,908 (150,422) 17,634 144,629 (91,362) (433,685) 14,775 117,433 (1,201,811)
Interest to/from Recology (1) (8,716) (56,338) (9,589) (5,824) 942 (79,525)
TOTAL REVENUE RECONCILIATION (145,437) (940,070) 41,259 134,974 (333,499) 356,908 (160,011) 17,634 144,629 (97,186) (433,685) 15,717 117,433 (1,281,336)

(1) Notes: In accordance with the Memorandum of Understanding, interest is applied to the shortfall between net revenue billed and the approved amount due Recology
if rates are set below those recommended in the SBWMA report approved by the SBWMA Board. Interest is applied to 50% of the difference during the rate
year in which the difference occurred (2013) because the difference occurs throughout the year and to 100% of the difference in the immediately following
year (2014) because the difference exists the entire year. The interest applied to both years is the prime rate in effect when the SBWMA issued the report for
that year plus one percent (1%). The prime rate has been 3.25% since December 16, 2008. Interest does not apply to a surplus.

As described in Section 1.3.6, page 17, the surplus/shortfall for the West Bay Sanitary District for years 2012 and 2013 were combined including interest.
Interest of $11,956 on the calculated 2012 surplus is offset by the interest of $11,014 on the 2013 shortfall and combines for a net amount of $942.
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3.ALLOCATION OF COSTS TO THE MEMBER
AGENCIES

3.1. EXPLANATION OF COST ALLOCATION PROCESS

The process to allocate Recology’s cost equitably across all Member Agencies is
prescribed in Article 11 and Attachment K of the Agreements. Recology’s airesixteen
cost categories are allocated based on four operational statistics for each of the 17
service sectors specific to each Member Agency. These operational statistics are:

Annual route labor hours

Annual route hours

Number of containers in service
Number of customer accounts serviced

Recology conducted its Annual Route Assessment over a four week period in April and
May 2014 to determine the statistics that will be applied to each Member Agency. A
summary of the metrics used for the cost allocation process are provided in Appendix 1-
1. Refer to Appendix 1-2 and Appendix 1-3 on pages 36 and 37 for two of the statistics
comparing 2014 to 2015 data by Member Agency (route labor hours and route hours).

Table | details which operational statistics are applied to allocate each of the cost
categories. Table J is a graphical representation of Table I.
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Table |

COST OF OPERATIONS

Wages for Direct Labor

Annual Route Labor Hours

Benefits for Direct Labor

Annual Route Labor Hours

Payroll Taxes

Annual Route Labor Hours

Worker’s Compensation Expense

Annual Route Labor Hours

Direct Fuel Costs

Annual Route Hours

Other Direct Costs

Annual Route Hours

Route Vehicles

Annual Route Hours

Collection Containers

Containers in Service

Other

Annual Route Hours

INDIRFCT COSTS

General and Administrative

Number of Customer Accounts

\ehicle Maintenance

Annual Route Hours

Container Maintenance

Number of Containers in Service

Operations

Annual Route Hours

IMPI FMENTATION

Annual Route Hours

INDIRFCT DEPRFCIATION

Annual Route Hours

Table J

| Operational Statistic |

Cost Category

Annual Route Labor

Direct Labor (Wages, Benefits,

Hours

Taxes, Worker's Comp)

Direct Fuel, Other Direct,
Route Vehicles, Vehicle
Maintenance, Operations

-~

Annual Route Hours

Implementation

Indirect Depreciation

Containers in Service

Collection Containers,
Container Maintenance

Number of Customer

Accounts

General and Administrative

Ny
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In an effort to illustrate how the cost allocation process is conducted, an example for the
City of Menlo Park residential solid waste line of business is provided as Table K on
page 25. The first section of this table outlines Menlo Park’s share of the four operating
statistics (i.e., number of accounts, total route labor hours per year, route hours per year
and total containers in service.) The second section shows how the allocation of these
operational statistics is applied to the cost categories (i.e., direct labor, direct fuel, etc.).

It is important to note that this process is conducted for seventeen lines of business
(e.g., Single-Family solid waste, recycling, organics; Commercial/MFD solid waste,
recycling, organics, etc.) and Table K, on page 25, only represents the calculation for
one service sector (i.e., Single-Family Dwelling) in one line of business (i.e., Solid
Waste collection service). Table L, on page 26, provides a list of all seventeen lines of
business.
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Table K

Example of Cost Allocation Calculation - 2015 |
City of Menlo Park Allocated Cost for SFD, Solid Waste Line of Business
Statistics
1 |# of Accounts - City 7,829
# of Accounts - Total SBWMA 93,999
% of Accounts - City 8.3%
2 [Total Route Labor hours year - City 3,767
Total Route Labor hours year - Total SBWMA 46,797
% Total Route Labor hours year - City 8.1%
3 |# of route hours/year - City 3,480
# of route hours/year - Total SBWMA 42,960
% Total Route Labor hours year - City 8.1%
4 |Total Containers in Service - City 8,057
Total Containers in Service - Total SBWMA 96,133
% Total Containers in Service - City 8.4%
a b c
Line of Business
Service Sector: SFD Solid Waste Solid Waste Solid Waste
SBWMA Total %to MP |MP Cost Allocation
Annual Cost of Operations (axb)
Direct Labor-Related Costs
Wages for CBAs $3,225,470 8.1% $259,670
Benefits for CBAs $1,276,255 8.1% $102,746
Payroll Taxes $268,359 8.1% $21,605
Workers Compensation Insurance $284,305 8.1% $22,888
Total Direct Labor Related-Costs $5,054,389 $406,909
Direct Fuel Costs $804,044 8.1% $65,133
Other Direct Costs $400,529 8.1% $32,445
Depreciation - Collection Vehicles $803,031 8.1% $65,051
Depreciation - Containers $428,963 8.4% $35,952
Depreciation for Collection Equipment $1,231,994 $101,003
Allocated Indirect Costs
General and Administrative $1,323,444 8.3% $110,227
Operations $328,291 8.1% $26,594
Vehicle Maintenance $563,756 8.1% $45,668
Container Maintenance $194,983 8.4% $16,342
Total Allocated Indirect Costs $2,410,474 $198,830
Total Allocated Indirect Depreciation Costs (Form 9) $28,295 8.1% $2,292
Annual Implementation Cost Amortization (Form A) $40,497 8.1% $3,281
Total Annual Cost of Operations $9,970,223 $809,892
Profit (from Operating Ratio below) $1,046,598 $85,016
90.5% 90.5% 90.5%
Total Costs before Pass-Through Cost $11,016,821 $894,909
Contractor Pass-Through Costs
Interest Expense $362,711 see note $29,736
Interest Expense on Implementation Cost $12,018 see note $974
Total Contractor Pass-Through Costs $374,729 $30,710
BASE CONTRACTOR'S COMPENSATION - 2015 11,391,551 925,618
Note: Interest Expense is allocated based on the % of each agency's depreciation expense to the total.
Interest Expense on Implementation Cost is allocated based on route hours. Calculation is not shown above.
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See Appendix 3-7, page 84 column A to trace the example identified in Table K to the
Single-Family solid waste cost allocation to the actual Member Agency cost worksheet.

Table L

Attachment

N Reference

Line of Business

Service Sector

A Solid Waste (1) Sg‘eg;zzs?;:y
B Recyclable Materials (2)
C Organic Materials (3)
D Weekly Battery gnd Cell Phone
Collection (4)
E Weekly Used Motor Oil and Filters (5)
F Twice Annual Bulky Item Collection (6)
E Cart and Bin Solid Waste (7) Commercial/MFD
F Cart and Bin Recyclable Materials (8)
G Cart and Bin Organic Materials (9)
H Drop Box Solid Waste (10)
H Drop Box Recyclable Materials (11)
H Drop Box Organic Materials (12)
J Twice Annual Bulky Item Collection (13)
E Solid Waste (14) Agency Facility
G Organic Materials (15)

Public Litter and Recycling Cans (16)

Venues and Events (17)

Allocation Of Costs To The Member Agencies
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3.2. CoOST ALLOCATION VARIANCES FOR MEMBER AGENCIES

Total Contractor's Compensation is allocated each year based on the new operational
statistics derivedcompiled from the annual route assessment conducted by Recology
each year_in_ April/May. Therefore, the percent of cost allocated to each Agency
changes each year. Table M below shows the total cost allocation percent by Agency
in 2014 and 2015, the allocation percentage difference, the total cost percent change,
and the total cost variance attributed to the change in cost allocation percent.

Table M
Percentage of Total Contractor’s Compensation
Total Cost Allocation

2014 2015 Difference % Variance % | Difference $
Atherton 2.60% 2.52% -0.08% -2.93% $ (44,002)
Belmont 6.33% 6.23% -0.09% -1.49% $ (54,449)
Burlingame 9.81% 9.84% 0.03% 0.30% $ 17,158
East Palo Alto 4.09% 4.14% 0.05% 1.15% $ 27,232
Foster City 6.27% 5.96% -0.31% -5.00% $  (181,804)
Hillsborough 4.18% 4.18% 0.00% -0.01% $ (231)
Menlo Park 10.00% 10.00% 0.00% -0.04% $ (2,523)
North Fair Oaks 2.93% 3.04% 0.12% 4.03% $ 68,376
Redwood City 17.66% 18.15% 0.48% 2.74% $ 280,071
San Carlos 9.00% 8.77% -0.23% -2.51% $ (130,907)
San Mateo 21.65% 21.76% 0.11% 0.53% $ 66,286
West Bay Sanitary 1.71% 1.72% 0.01% 0.44% $ 4,403
County of San Mateo 3.78% 3.70% -0.09% -2.26% $ (49,610)
Totals 100% 100% 0.00% N/A $ ©

Note: Dollar difference amounts in parentheses are a reduction in total cost allocation.
Year 2014 and 2015 percentages are shown rounded to two decimal places.

The Total SBWMA year-over-year percentage change in the cost categories for the
three service sectors (i.e., Residential, Commercial/Multi-Family and Member Agency
Facilities) is provided as Appendix 2-2, page 41. For each Agency, the year-over-year
changes in the main operational statistics are shown in the Agency Snapshot Summary
table and the associated cost adjustments are provided in detail in Appendix 3.
Additionally, the bottom of the Attachment N, Schedule B, shows the change in
allocation in percent and cost by Line of Business (cost from allocation change only).

The primary factor that is attributable to the year-over-year cost variances-a-allocation
variances is the number of labor hours used to service each Member Agency. Because
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all Member Agencies comprise 100% of the total allocation of cost, a reduction or
increase in the allocation of one Member Agency affects the other Member Agencies.

Changes in each Agency’s percent of route hours results in changes in the allocation of
costs which can be impacted by several possible factors. Allocation changes can be the
result of changes in route drivers, changes in traffic patterns, changes in set-out
locations for containers, new service time constraints due to noise, street sweeping,
requested collection times, etc.

In looking at the change in statistics from one year to the next, it is important to point out
that it is not just how one Member Agency’s statistics change but how the Agency’s
statistics change in comparison to the total. For example, if an Agency has a 10%
reduction in hours but the total SBWMA also has a 10% reduction, then the cost
allocation percent to this Agency will not change. If an Agency has a 10% reduction but
the total SBWMA has a 15% reduction, then the Agency will actually have a larger cost
allocation percent than the previous year. So the Agency’s statistical changes in
comparison to the total are what really affectsaffect changes to the cost allocation
percent. The tables in Appendix 1 provide a useful comparison of how each Member
Agency statistics change in comparison to other Member Agencies and to the total
SBWMA.

The following sections provide an explanation of the year-over-year variances in cost
allocation for the specific Agencies as identified on page 27.

3.3. INDIVIDUAL MEMBER AGENCY VARIANCES

For Rate Year 2015, the Variance analysis focused on individual jurisdictions that had
material changes of over 3% on the total of the Contractors Compensation cost
allocation. Only two jurisdictions fell into that category. Those agencies are Foster City
and North Fair Oaks (CSA 8). The following provides the explanation for these
variances. The 3% benchmark is used as anything less than 3% could be driven by a
variety of “soft factors”. Factors such as traffic, relief driver impact, proper/improper set
outs, and seasonality can attribute to variances of less than 3%. Of the eleven
remaining jurisdictions who had less than a 3% variance, seven of them saw year over
year reductions in their cost allocations while only two of the remaining four (Redwood
City and East Palo Alto) had an increase of between 1% and 3% in their cost allocation.

Foster City

In Foster City, the Multi-Family Dwelling (MFD)/ Commercial Lines of Business (LOB)
had the greatest change in Route Labor Hours and Route Hours compared to the prior
year.
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When eempared-tecomparing the allocation used for rate year 2014, the annual Route
Labor Hours and Route Hours in MFD/Commercial Roll-off and Compactor LOB were
reduced by over 44% due to less hauls during the audit period. Below is an example of
some accounts that had a reduction in Compactor or Debris Box hauls, including on-call
services and MFD Bulky Item Collections (BIC) during the four-week period in 2014 as

compared to 2013:
# of hauls in # of hauls in 20142013 vs.
Account 20142013 20132014 20132014

Avalon Bay 64 40 -4

Isle Cove (BIC) 912 69 -3

Marina Point (BIC) 3 2 -1

Marina Green (BIC) |3 2 -1

Safeway 8 24 -64

Solar City 5 2 -3

Foster City also realized a significant reduction of containers in the MFD/Commercial
Recycle LOB. This is due in part to increased container sizes, allowing for less frequent
hauls. The number of cart based collections was reduced 9% as a result of
consolidation into metal containers, which increased by 9%. This consolidation resulted
in less service time required, which lowered the Route Labor Hours by 17.2%.

The same holds true for the MFD/Commercial Organics LOB. This is due in part to the
consolidation of containers, which increases route efficiencies. The number of cart
based collections was reduced by 9%, where-aswhereas the bin collections increased

‘ 7.5%.— This consolidation resulted in less service time required, which lowered the
Route labor Hours by 22%.

North Fair Oaks (CSA 8)

The Community of North Fair Oaks (NFO) experienced an overall cost allocation
‘ variance increase of 4.0203%, which equates to an increase of $68,137%.376 (per Table

M). The largest part of this increase is attributed to the collection of MFD/Commercial
service sector in Solid Waste, Recyclable, and the Organics lines of business (LOB)
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where the allecatedtotal costs increased $55,000- of which $50,000 is attributed to the
change in cost allocation (Appendix 3-11). As an example, the MFD /Commercial Solid
Waste LOB saw a cumulative increase in Route Labor Hours of 9291.2 hours or 5.98%
year over year, which resulted in the NFO percentage of the total SBWMA
MFD/Commercial increasing from 4.8% in 2014 to 5.1% in 2015. This was further
magnified as total heursRoute Labor Hours in this MFD/Commercial Solid Waste LOB
decreased SBWMA wide in 2015 by 555 hours or 1.7%.

The increase in the MFD/Commercial sector can be attributed to a year over year
increase in the number of collection lifts. Solid waste realized an increase of 546 lifts,
recycling had an increase of 403 lifts, and organics saw an increase of 468 lifts. While
there has not been a significant increase in tons, there has been a migration from bins
to carts which was a factor in the increase in lifts. As an example, in 2014 solid waste
bins realized a reduction of 3 bins while solid waste carts saw an increase of £6-12 from
458 for 2014 to 470 for 2015. Many of the smaller restaurants in the NFO area have
space constraints so using carts within their facilities and then bringing them out for
service certainly is beneficial to them however; it creates more lifts for Recology, which
in turn leads to increases in route labor hours.

We have also seen an increase in frequency of service and new accounts. Some

examples are:

2014 | 2013
Account yards | yards | 2014 vs. 2013 yards 2014 vs. 2013 lifts
523 Hampshire LLC | 18 16 +2 (+104 annually) +4 (+208 annually)
La Petite Baleen 1 0 +1 (+52 annually) +1 (+52 annually)
Specialties Café 12 0 +12 (+624 annually) | +12 (+624 annually)
TOTAL 31 16 +15 (+780 annually) | +17 (+884 annually)

These three businesses account for a total of 884 additional lifts annually.

The same holds true for the MFD/Commercial Organics LOB. The NFO area also
experienced an increase in MFD/Commercial Organics Service which increased its
labor hours in this LOB by 20.4%-% as presented in Appendix 1-2, page 36. Not only
have “lifts” increased (as stated above), we also have seen an increase in volume of the
organic material from 275 cubic yards in 2034April 2013 to 365 cubic yards in 2035April
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2014. A few examples of new organic starts are 3151 Edison, Ayar Produce, and Pena
Meats which resulted in increased lifts and yardage.

The bottom line is that the time associated with the NFO increase in Member Agency
allocation for all the MFD/Commercial LOB amounts to 40 minutes (more) per day when
comparing 2013 to 2014. Customer service level changes, additional services, and/or
container/cart placements all can effect collection service times and allocations.

The overall contractors compensation cost allocation variance over Rate Year 2014
created by the percentage increase in the NFO area and the percentage decrease
(overall) in the SBWMA, and the fact that the NFO area is one of the smaller
jurisdictions, increases the allocation to NFO regarding the overall SBWMA contractor
compensation package. -AnrAs an example—ef-this—would—be—a—comparisen—of, the
NFOcost allocation aumbers—as-impact on NFO can be compared to the City of San
Mateo. _NFO has a 0.12% increase in total cost allocation which increases their cost
by $68,376. However, because NFO has a percentage-of-small relative total cost, the

tofplcoprreciop e covaraponiion noroaonlunriane s Meors oo woar JOAMPAact to et

Year2015)-0f 0-12%-—The-NFO is a 4.03% increase in their total cost. Whereas, the
City of San Mateo has an increasefvariance in_total cost allocation of 0.11%;%

($66,286), which areis obviously a very similar aumbers/percentages howeverto the
variance—percentage—increase in-—NFO-is—4.02%andof total SBWMA cost. However,
because of San Mateo’s much higher total cost, the-variaree percentage increase for
San Matee-is-Mateo’s total cost allocation is only 0.52%-53%.

3.4. OPERATIONAL INFORMATION FOR COST ALLOCATION

Operational information used to allocate Contractor's Compensation can be found in the
following tables provided in Appendix 1:

e A summary of major statistics (Appendix 1-1)

e Number of Labor Hours by Line of Business (Appendix 1-2)

¢ Number of Route Hours by Line of Business (Appendix 1-3)

¢ Number of Containers in service by Line of Business (Appendix 1-4)

e Number of accounts by Line of Business and account type (i.e., Container size,
Collection frequency, and material type) (Appendix 1-5)

All data provided is a result of the Annual Route Assessment conducted in April and
May of 2013.
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3.4.1. Annual Route Hours by Line of Business

Annual Route Hours by Line of Business identifies the time spent by each route
servicing customers by Member Agency, Service Sector (i.e., Single-Family Dwelling,
Multi-Family Dwelling, Commercial and Agency Facility), and Line of Business (e.g.,
solid waste collection, organic materials collection). This information was gathered over
the 4 week period from April 14, 2014 to May 11, 2014 using the Route Time and
Distance Reports from our Routeware System.

It should be noted that in order to optimize routing efficiencies we maintain some
collection routes that include stops in the territory of more than one Member Agency.
For such routes our data management systems (Routeware System) enable us to
accurately identify route hours to the appropriate Member Agencies. In instances where
Routeware was not available on an individual truck on an individual day, route hours for
that route and that day from another week in the four week period were used.

Route Hours are made up of the hours route vehicles spend servicing the customers in
each jurisdiction. Route Labor Hours includes the employee actual worked hours spent
servicing customers in_each jurisdiction as well as any off route time. Off route time,
which includes paid breaks, pre and post trip inspection of vehicles as well as travel
time to and from the route, is allocated to each jurisdiction based on that jurisdictions
percentage of route time for each specific route each day. Additionally, certain
commercial routes are two man routes and include 2 employees. In these cases, the
route labor hours will be doubled to include both employees.

3.4.2. Annual Route Labor Hours by Line of Business

The annual route labor hours by line of business were generated by using information
gathered during the four—week period from April 14, 2014 through May 11, 2014 using
the daily “Route Time & Distance by Franchise” reports from our Routeware on-board
computer system.

3.4.3. Number of Containers in Service by Line of Business

The Number of Containers in Service by Line of Business table is the number of
containers, both carts and bins, located at active accounts at a point in time, that being
May 9, 2014.

3.4.4. Number of Accounts by Line of Business

The number of accounts by line of business table is not an annualized report. This
particular report represents active accounts at a point in time, which was May 9, 2014.
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3.5. DESCRIPTION OF OTHER OPERATIONAL INFORMATION

The tables included in Appendix 1 (Operational Information) of this Compensation
| Application include other data required in the Agreements. These tables may-provide a
breakdown of the data by Member Agency, Service Sector, and Line of Business.

For the complete list of statistical tables, see Part 2, section 1, including these same
tables and additional statistical tables (e.q., list of vehicles, personnel, set-outs).

Allocation Of Costs To The Member Agencies Page 12 of 12

SBWMA BOD PACKET 09/25/2014 AGENDA ITEM: 5B EXHIBIT A - p59



4.COST ADJUSTMENT CALCULATIONS IN TOTAL AND
BY MEMBER AGENCY

The Franchise Agreement Attachment Nj; illustrates the calculation process to derive the
actual total compensation adjustment_and allocation to _each Member Agency. A
summary of the tables from the Attachment N adjustment process are found in
Appendix 2.

As previously shown in Section 1.1.11 Table E, the table provided as Appendix 2-1
shows the results of all the cost adjustments as previously described, in total for the
combined SBWMA service area. In Appendix 2-1, each cost category is broken out with
this year’s cost, next year’s cost, the dollar variance and the percent variance. In total,
there was a 0.32% compensation adjustment__ including  Performance
Incentives/Disincentives.

Appendix 2-2 breaks out the Base Contractor’s costs by line of business and shows an
increase in _compensation of 0.6% before specialand—one-time—adjustments_the
Performance Incentives/Disincentives adjustment. Single Family collection costs
increased by 0.6%, Commercial and Multi-Family costs increased by 0.7% and Agency
Facilities costs increased by 0.5 %.

Appendix 2-3 shows the 2015 total costs including special and one-time adjustments
by Agency. At the bottom of the table is a comparison to the 2014 total costs and the
percentage change. The variance by Agency is primarily due to changes in the cost
allocation percent versus last year and specific adjustments to individual Agencies.

Appendices 2-4, 2-5 and 2-6 provide the 2015 costs by line of business and service
sector. Costs are adjusted and allocated at the level of detail shown in this table. At the
bottom of each table is the 2014 total cost, the dollar change and the percentage
change. The variance by service sector reflects changes in operating hours which
impacts how the total cost is allocated.

Appendix 3 is—an-example-of-the-Attachment-N-cost-adjustmentprovides six tables for
each Agency. ncluded for each Member Agency is the ;

Contractor's Base Compensation;- — Detall

Contractor's Compensation by Service Sector;

3. Allocated Costs by-Service-Sector-and-Line-ef Business,-and— SFD
4. Allocated Costs — MFD & Commercial

5. Allocated Costs — Agency Facilities

I
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6. The Snapshot Report for the Member Agency.

Contractor's Compensation by Service Sector shows the 2015 total costs including
special and one-time adjustments by Agency. At the bottom of this table is a
comparison to the 2014 total costs and the change in percentage. Also included at the
bottom is a comparison of the total cost allocation by line of business for this year, next
year, the dollar impact of the allocation change and the presentpercentage change. For
example, on page 95, San Carlos had a 9.2% allocation of the 2014 Single Family
Dwelling cost but 8.5% for 2015 with a 0.6% year-over-year allocation decrease. This
decrease resulted in a cost allocation decrease of $204,383. Fhis—cost—decrease
wasSimilarly, the Agency Facilities cost allocation declined 0.6%, or $6,157. These cost
decreases were offset by a 0.3% allocation increase in the Multi-Family and
Commercial line of business, resulting in a cost allocation increase of $79,689. The
result was a total cost allocation decrease of 0.23% or $130,850.

Allocated Costs by Service Sector and Line of Business provide the 2015 costs by line
of business and service sector. Costs are adjusted and allocated at the levelseventeen
lines of detailbusiness shown in this—table—At-the-these tables. For comparison
purposes, at the bottom of each tablecolumn is_also the 2014 total cost, the dollar
change and the percentage change. Provided at the top of each tablecolumn are the
operational statistics and percent of the total attributed to that specific Agency for each
service-sectorline _of business. The color coding denotes the statistic used to adjust
each cost category

Member Agency Snapshot is a summary and comparison of the basic operating
statistics and includes three years of data. It includes the four statistics used to allocate
costs as described in Section 3 of this Application, as follows:

1. Number of Accounts

2. Total Route Labor hours

3. Total Route Hours

4, Total Number of Solid Waste Containers

Cost Adjustment Calculations
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APPENDIX B

SBWMA COMMENTS AND QUESTIONS
ON RECOLOGY 2015 COMPENSATION
APPLICATION WITH RECOLOGY'S
RESPONSES TO PART I

SBWMA FINAL REPORT REVIEWING
THE 2015 RECOLOGY
COMPENSATION APPLICATION

September 18, 2014
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July 8, 2014

SBWMA Questions and Comments to the Recology 2015
Application for an Adjustment to Contractor’'s Compensation

The following provides the SBWMA'’s questions and comments on
Recology’s 2015 Compensation Application. After the SBWMA
and Member Agencies submit their comments/questions to
Recology which are due on July 8, 2014, Recology then prepares
the final 2015 Compensation Application by July 30, 2014.

All questions/comments to Part | of the Application are provided
in redline. Specific recommended deletions and additions are
included directly in the text and comments are noted as “SBWMA
Comments.”

The SBWMA questions/comments to Part Il of the Application are
provided separately at the end.
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EXECUTIVE SUMMARY

Overview of the Application

Recology San Mateo County (Recology) is pleased to submit our 2015 Application for a
Contractor's Compensation Adjustment per Section 11.04 of the Franchise Agreements
with the twelve South Bayside Waste Management Authority (SBWMA) Member
Agencies. The format of this Application is similar to the prior year submittal, which had
been modified, with the assistance of the SBWMA _and feedback from Board members,
in an effort to provide a more user friendly and easier to understand Application.

SBWMA Comment: Please provide an explanation of the contents of Part | and Part |l
and rationale to organize this Application into two parts.

Section 1 of this Application (Calculation of Contractor's Compensation for the 2015
Rate Year and Variance Analysis) explains the first step in calculating the annual
adjustment to Recology’s compensation. This section provides the results of our
calculations and explains how the base compensation is adjusted using the indices
prescribed in the Franchise Agreements. Also included are explanations on special
issues such as Incentive and Disincentive payments and sections pertaining to several
Member Agencies that have unique cost adjustments.

Section 2 (Annual 2013 Revenue Reconciliation) details the annual process to
determine what net revenue Recology retained in compensation versus the amount
actually owed to the company. This reconciliation of revenues billed by Recology
calculates the surplus or shortfall due to/from each Member Agency for 2013.

Section 3 (Allocation of Costs to the Member Agencies) explains the second step which
is preeess-to allocate contractor's compensation across all Member Agencies equitably
as prescribed in the Franchise Agreements. This section provides the details of the
operational metrics used to allocate costs, the results of the cost allocation and
explanations for the highest variances for the following agencies: Foster City and North
Fair Oaks (CSA 8).

Section 4 (Cost Adjustment Calculations in Total and by Member Agency) consists of

several Appendices which explainrs-the-overall-results-and-provides statistical tables and
various cost adjustment tablesa—desecription—of-thetables—in-the-Appendices. These

tables provide a summary of the detailed calculations and steps taken to derive the
compensation adjustment for 2015 by Member Agency.

Results of Index and Non-Indexed Based Cost Adjustments (Section 1)
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Section 1 provides the results of the index and non-index based cost adjustments for
the twelve—eleven cost categories which ranged from -2.6% (i.e., Fuel) to a 1.97%
increase (i.e., Worker's Compensation Insurance). The inerease-changes for the 12-11
cost categories can be seen on Table C, page 9. The total adjustment for index-based
cost adjustments is a 1.2% increase in compensation before interest and
incentives/disincentives adjustments.

Specific Issues for 2015 (Section 1)

Section 1.2 describes the specific issues for 2015 which include a calculation of

performance incentives and disincentives-and-Member-Agency-specific-issues. The net

performance incentive payment, which is lowered by performance disincentive
payments, is calculated at $260,210$253,210. The Member Agency specific issues are
discussed in detail in Section 1.3.

Results of the 2013 Revenue Reconciliation (Section 2)

Recology issued its 2013 Revenue Reconciliation Report to the SBWMA and its
Member Agencies on March 31, 2014, per Section 11.03 of the Franchise
Agreement(s). The Revenue Reconciliation compares the amount owed to Recology to
the amount paid to Recology by Member Agency. The result was a shortfall including
interest due to Recology of approximately-$1,281,336 in 2013. The impact across the
Member Agencies ranged from a-shortfalls in the Citycities of Belmont of $940,070 and
San Mateo of $433,685 to a surplus in Hillsborough of $356,908. The following table
provides the results of the 2013 revenue reconciliation.

2013 Surplus or Interest Due
Member Agency Shortfall (to)/from Recology Total
Atherton ($136,721) ($8,716) ($145,437)
Belmont ($883,732) ($56,338) ($940,070)
Burlingame $41,259 SO $41,259
East Palo Alto $134,974 S0 $134,974
Foster City ($333,499) $0 ($333,499)
Hillsborough $356,908 SO $356,908
Menlo Park ($150,422) ($9,589) ($160,011)
North Fair Oaks $17,634 S0 $17,634
Redwood City $144,629 S0 $144,629
San Carlos (591,362) (55,824) (597,186)
City of San Mateo ($433,685) S0 ($433,685)
West Bay Sanitary District $14,775 $942 $15,717
County of San Mateo $117,433 SO $117,433
Total ($1,201,811) ($79,525)|  ($1,281,336)
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SBWMA Comment: Please provide foothotes to the above table denoting that the
interest for West Bay Sanitary District is combined for 2012 and 2013, and why. In
addition, please provide an explanation via footnote why some Member Agencies with
shortfalls (e.g., San Mateo and Foster City) have no interest due to Recology.

Results of the 2015 Cost Allocation (Section 3)

Section 3 provides the details of the allocation of total contractor collection costs to the
Member Agencies. This cost allocation process resulted in year-over-year variances
ranging from an increase in the North Fair Oaks of 4.03% or $68,376 to a decrease in
Foster City of 5:00% or $181,804. The biggest driver—factor of the cost allocation is
driver hours attributed to each Member Agency which can fluctuate for a variety of
reasons. The following table provides the percentage and dollar variance in the
allocation of total eests-compensation for 2015 compared to 2014.

Percentage of Total Contractor’s Compensation
Total Cost Allocation

2014 2015 Difference % Variance % | Difference $
Atherton 2.60% 2.52% -0.08% -2.93% $ (44,002)
Belmont 6.33% 6.23% -0.09% -1.49% $ (54,449)
Burlingame 9.81% 9.84% 0.03% 0.30% $ 17,158
East Palo Alto 4.09% 4.14% 0.05% 1.15% $ 27,232
Foster City 6.27% 5.96% -0.31% -5.00% $  (181,804)
Hillsborough 4.18% 4.18% 0.00% -0.01% $ (231)
Menlo Park 10.00% 10.00% 0.00% -0.04% $ (2,523)
North Fair Oaks 2.93% 3.04% 0.12% 4.03% $ 68,376
Redwood City 17.66% 18.12% 0.45% 2.57% $ 263,299
San Carlos 9.00% 8.77% -0.23% -2.51% $ (130,907)
San Mateo 21.65% 21.76% 0.11% 0.53% $ 66,286
West Bay Sanitary 1.71% 1.72% 0.01% 0.44% $ 4,403
County of San Mateo 3.78% 3.73% -0.06% -1.50% $ (32,839)
Totals 100% 100% 0.00% N/A $ 0)

Note: Dollar difference amounts in parentheses are a reduction in total cost allocation.
Year 2014 and 2015 percentages are shown rounded to two decimal places.

2015 Total Adjustment to Contractor's Compensation (Section 4)

The calculated adjustment for the Total Contractor's Compensation for Rate Year 2015
increased by 0.2%, or $131,650 over the compensation approved for 2014. This total
contractor's compensation adjustment for the SBWMA service area as a whole is
summarized in the table on the next page.
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Costs - Costs -
2014 2015 Change % Change
Total Annual Cost of Operations 49,998,504 50,595,200 596,696 1.2%
Profit 5,248,462 5,311,098 62,637 1.2%
Operating Ratio 90.5% 90.5%
Total Operating Costs 55,246,966 55,906,299 659,333 1.2%
Total Contractor Pass-Through Costs 1,881,778 1,566,056 (315,722) -16.8%
BASE CONTRACTOR'S COMPENSATION 57,128,744 57,472,355 343,611 0.6%
Other Adjustments
Incentiwe / Disincentives 472,171 260,210 (211,961)
Total Other Adjustments - - -
TOTAL CONTRACTOR'S COMPENSATION 57,600,915 57,732,565 131,650 0.2%

SBWMA Comment: Please change the heading in the above table from “costs” to
“compensation” and make a similar improvement to other tables.

This table provides the year-over-year comparison of the percentage change in total
Contractor’'s Compensation_paid to Recology for collection services. These figures do
not include disposal and processing costs, franchise fees or the annual rfRevenue
rReconciliation surplus/shortfall.

Executive Summary Page 4 of 4

SBWMA BOD PACKET 09/25/2014 AGENDA ITEM: 5B EXHIBIT A - p71



1. CALCULATION OF CONTRACTOR'S COMPENSATION
FOR THE 2015 RATE YEAR AND VARIANCE
ANALYSIS

1.1. ANNUAL ADJUSTMENT TO CONTRACTOR’S BASE COMPENSATION

The process to adjust Recology’s compensation entails several steps which as-fellews

and-s-explained in detail in subseguentsections-of-this report.

The first step is to adjust the prior year’s costs by the various indices prescribed in the
Franchise Agreements (refer to section 1.1.3.). A-The second step is to add specific
adjustments to the Base Contractor's Compensation. These include
Incentive/Disincentive payment owed to/from Recology and other specific adjustments
that may arise in the normal course of this contract. A-The final step is to calculate the
Surplus/Shortfall due to/from Recology for the prior year's compensation. Since this is a
revenue issue and not a cost issue, it is dealt with separately in this report (refer to
Section 2).

1.1.1. Overview of Annual Contractor’s Compensation Adjustment

The annual compensation adjustment fer-Recelogyprocess is prescribed in the Member
Agency Franchise Agreements in Article 11 (Contractor's Compensation, Pass-Through
Costs and Rates), Attachment K (Contractor's Compensation and Rate Setting Process)
and Attachment N (Contractor's Compensation and Rate Setting Statistics). Article 11
provides an overview of the compensation methodology. Attachment K explains the
detailed process and specific rules used to adjust the various cost categories and the
allocation of costs to the Member Agencies. The tables that comprise Attachment N are
used to calculate the specific cost adjustments prescribed in Attachment K. Therefore,
the process to annually adjust Contractor's Compensation is implemented by following
the provisions in Article 11, Attachment K and Attachment N.
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1.1.2. Total Contractor’s Compensation Adjustment

The calculated adjustment for the Total Contractor's Compensation for Rate Year 2015
increased by 0.2%, or $131,650, to $57,732,565 over the compensation approved for
2014. This total cost adjustment for the SBWMA service area as a whole is summarized

in Table A below.

Costs - Costs -
2014 2015 Change % Change
Total Annual Cost of Operations 49,998,504 50,595,200 596,696 1.2%
Profit 5,248,462 5,311,098 62,637 1.2%
Operating Ratio 90.5% 90.5%
Total Operating Costs 55,246,966 55,906,299 659,333 1.2%
Total Contractor Pass-Through Costs 1,881,778 1,566,056 (315,722) -16.8%
BASE CONTRACTOR'S COMPENSATION 57,128,744 57,472,355 343,611 0.6%
Other Adjustments
Incentive / Disincentives 472,171 260,210 (211,961)
Total Other Adjustments - - -
TOTAL CONTRACTOR'S COMPENSATION 57,600,915 57,732,565 131,650 0.2%

The adjusted Total Contractor's Compensation for each Agency is

on the next page.

provided in Table B

Please note that the figures in the above Table A and Table B do not include disposal
and processing costs, franchise fees or the annual revenue reconciliation. Table A and
Table B only pertain to Recology’s Base Compensation.
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Table B

2015 Costs
BASE COLLECTION COSTS North Fair Unincorporated
2015Total Atherton Belmont Burlingame E Palo Alto Foster City Hillsborough Menlo Park Oaks Redwood City | San Carlos San Mateo WestBay | County - Total
Annual Cost of Operations
Direct Labor-Related Costs
Wages for CBAs $16,087,056 $414,505 $1,020,799 $1,646,504 $636,448 $932,795 $712,942 $1,536,427 $510,138 $2,893,651 $1,374,805 $3,559,930 $272,181 $575,842
Benefits for CBAs $6,402,691 $167,403 $408,493 $642,608 $254,504 $369,708 $288,632 $605,643 $204,565 $1,152,120 $548,074 $1,419,205 $109,047 $232,688
Payroll Taxes $1,338,443 $34,494 $84,930 $136,989 $52,952 $77,609 $59,317 $127,831 $42,443 $240,752 $114,384 $296,186 $22,645 $47,910
Workers Compensation Insurance $1,417,940 6,543 $89.975 $145125 $56,098 $82,218 $62.840 $135,423 $44,965 $255,051 $121,178 $313.778 $23.991 $50.756
Total Direct Labor Related-Costs $25,246,130 $653,035 $1,604,198 $2,571,226 $1,000,002 $1,462,329 $1,123,731 $2,405,324 $802,111 $4,541575 $2,158,441 $5,589,100 $427,863 $907,195
Direct Fuel Costs $4,108,341 $112,349 $252,785 $388,665 $164,734 $245,162 $198,179 $412,827 $125,956 $745,870 $358,875 $870,347 $74,177 $158,415
Other Direct Costs $2,150,774 $56,869 $132,603 $200,814 $85,363 $128,121 $99,327 $217,189 $65,088 $300,421 $188,719 $459,164 $37,665 $80,428
Depreciation
- Collection Vehicles $4,016,792 $113,022 $244,835 $378,001 $156,970 $241,740 $193,880 $418,966 $119,157 $730,348 $354,851 $836,229 $73,054 $155,740
- Containers $1,882,550 $58,416 $123,998 $164,155 $84,856 $115,730 $59,158 $182,268 $56,777 $339,881 $168,254 $411,007 $36,090 $81,961
Total Depreciation $5,899,342 171,439 368,833 542,156 241,825 357,470 253,037 601,234 175,934 1,070,229 523,105 1,247,236 109,144 237,701
Allocated Indirect Costs
General and Administrative $7,055,693 $109,543 $424,151 $651,675 $358,265 $443,830 $168,282 $766,331 $202,024 $1,310,886 $669,536 $1,576,923 $108,440 $265,807
Operations $1,750,219 $49,418 $105,079 $178,603 $66,649 $106,605 $85,344 $183,653 $48,424 $314,520 $152,570 $358,443 $32,876 $68,036
Vehicle Maintenance $3,005,558 $84,862 $180,447 $306,706 $114,452 $183,068 $146,556 $315,377 $83,155 $540,108 $262,001 $615,535 $56,457 $116,834
Container Maintenance $1,039517 $24,496 $65,768 $98,350 $48,414 $66,242 $26,055 $116,165 $28,456 $189.410 $92,124 $230,061 $16.168 $37.806
Total Allocated Indirect Costs $12,850,988 $268,320 $775,445 $1,235,334 $587,780 $799,745 $426,237 $1,381,525 $362,060 $2,354,923 $1,176,231 $2,780,962 $213,941 $488,484
Total Allocated Indirect Depreciation Costs $152,451 $4,304 $9,078 $15,683 $5,822 $9,376 $7,390 $15,922 $4,160 $27,411 $13,385 $31,206 $2,823 $5,892
Annual Implementation Cost Amortization $187,175 $5.639 11,084 17,649 $7.966 $10,926 $9.895 $18.175 $5.635 $34,404 $16,040 8,607 $3470 $7,686
Total Annual Cost of Operations > $50,595,200 1,271,954 3,154,026 4,980,526 2,093,493 3,013,129 2,117,796 5,052,195 1,540,945 9,164,833 4,434,797 11,016,622 869,083 1,885,801
Profit $5.311,008 $133520 31,086 $522.818 $219,759 $316,295 22,310 $530.341 $161.757 $962,054 $465.531 $1.156.441 $91.230 $197.957
Ope rating Ratio 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5% 90.5%
Total Operating Cost $55,906,299 $1,405,474 $3,485,111 $5,503,344 $2,313,252 $3,329,425 $2,340,107 $5,582,536 $1,702,702 $10,126,838 $4,900,328 $12,173,063 $960,313 $2,083,758
Contractor Pass-Through Costs
Interest Expense $1,935,353 $51,487 $120,815 $185,587 $78,547 $117,820 $75,036 $201,758 $58,377 $351,579 $172,459 $415,661 $33,559 $72,668
Interest Expense on Implementation Cost $63,894 $1,718 $3,772 $6,404 $2,726 $3,781 $2,950 $6,259 $1,987 $11,830 $5,475 $13,544 $1,078 $2,370
Contract Changes to Specific Agencies ($433,191) $0 $0 $0 $0 $0 ($433,191; $0 $0 $0 $0 $0 $0 $0
BASE COMPENSATION $57,472,355 $1,458,679 $3,609,698 $5,695,334 $2,394,526 $3,451,025 $1,984,902 $5,790,553 $1,763,066 $10,490,296 $5,078,262 $12,602,268 $994,950 $2,158,795
Incentives and Disincentives $260,210 $2,979 $11,863 $34,566 $17,006 $15,911 $3,461 $24,411 $7,884 $54,688 $18,647 $61,104 $2,160 $5,530
Total Contractor Adjustments $260,210 $2,979 $11,863 $34,566 $17,006 $15911 $3.461 $24,411 $7.884 $54,688 $18,647 $61,104 $2,160 $5,530
TOTAL CONTRACTOR'S COMPENSATION $57,732,565 $1461,658  $3,621,561 $5,729.900  $2,411532 $3,466,936 $1,988,363 $5,814,964 $1,770,950 $10544984  $5096,909  $12,663372 $997,110 $2,164,325
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SBWMA Comment: Please revise Table B above to include the other Member Agency
specific cost adjustments in the “Contract Changes to Specific Agencies” row. These
cost adjustments are referenced in Section 1.3 and apply to San Carlos, Menlo Park
and Hillsborough.

1.1.3. Cost Adjustment Process

The 2015 Recology Compensation Application adjusts 2014 costs by applying the year-
over-year changes in several United States Department of Labor indices. Additional
cost adjustments have been made for specific—issues;the 2013 Revenue
Surplus/Shortfall, interest payments due to/from Recology and 2013 cempensation-and
performance incentive/disincentive payments. In addition, several Agencies have
specific adjustments (i.e., the Town of Hillsborough, the City of San Carlos, and the City
of Menlo Park — see page 16 for more information on this).

The percentage increase and theirseurce-nexplanation of the various adjustments by
cost categories used as the basis for the 2015 adjustment to Recology’s compensation
are provided in Table C on the following page.
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Table C

Direct Labor:

The CBA expired October 23,2013. Therefore the

CBA Wages (Drivers) 1.89% |wage adjustment is based on the CPI index described in
Table 1 of Attachment K.
The CBA expired October 23,2013. Therefore the
CBA Benefits (Drivers) 1.89% |wage adjustment is based on the CPI index described in
Table 1 of Attachment K.
The payroll tax rate is adjusted by changes in Federal or
P | Tax (Dri 1.80% state payroll tax rates. There are no tax rate changes for
ayroll Tax (Drivers) ©970 12015 therefore, the payroll tax expense changes in
accordance with change in wages.
Worker’s Compensation 1.97% The workers compensation insurance adjustment is
Insurance (Drivers) 2172 based on an index which increased 1.97%.
Depreciation — Collection 0.0% No adjustment in 2015.
Vehicles o
Depreciation - Containers 0.0% No adjustment in 2015.
INDIRECT COSTS- 1.70% |Total indirect costs increased by 1.70%
’ The Indirect Cost components are detailed below:
. The CBA expired October 23,2013. Therefore the
CBA Mechanlcs Wages and 1.89% |wage adjustment is based on the CPI index described in
Benefits Table 1 of Attachment K.
CBA Clerical W q The CBA expired October 23,2013. Therefore the
Benefit erical Yvages an 1.89% |wage adjustment is based on the CPI index described in
enetits Table 1 of Attachment K.
The CBA expired October 23,2013. Therefore the
Non-CBA Labor 1.89% |wage adjustment is based on the CPI index described in
Table 1 of Attachment K.
The Fuel expense is adjusted by the change in a fuel
- 0
Fuel 2.60% index of -2.60%.
The Other Indirect expense includes insurance, general
Other Indirect 1.18% |office expense, safety, etc. Other Indirect expenses are

adjusted by 80% of a CPI index change of 1.47%.

SBWMA Comment: Please simplify the above table by combining the two “CBA

Mechanics Wages and Benefits” and “CBA Clerical Wages and Benefits” rows into one

and label it appropriately. Please omit reference to the “October 23, 2013” expiration
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date in these rows. In addition, please omit the Indirect Cost row, as fuel is both a direct
and indirect cost.

The flowchart provided as Table D illustrates graphically the cost adjustment process
that is conducted each year.

Table D

SBWMA - CONTRACTOR COST ADJUSTMENT PROCESS

Collection and Shoreway Operations Contracts

2014 APPROVED COSTS (not 2015 CONTRACTORS
AD. TMENT
actual costs) S COMPENSATION
CBA Index adjustment beginning Rate .
+ = Base plus Adjustment
(wages & benefits) Year 2014 piu u
CBA Mechanics + Index = Base plus Adjustment
Other Cost + Index = Base plus Adjustment
Fuel + Index = Base plus Adjustment
Depreciation + No Change = Last Year's Depreciation
Profit calculated on total
Allowable Profit approve@ COSt.S ?t
Operating ratio in
Proposal
Contractor Pass-Through Cost
Interest is fixed on sliding scale Annual Interest Expense
Interest .
based on final capital cost per Interest Schedule
Other Actual cost; ie, regulatory fees, etc Actual Cost
2014 TOTAL BASE 2015 TOTAL BASE
CONTRACTOR Total of all Costs Above CONTRACTOR
COMPENSATION + = COMPENSATION

Note: Simplified - for illustration only.

SBWMA Comment: Please omit the “CBA Mechanics” row in the above table. Please
also reference via footnote that the “CBA (wages & benefits)” row applies to three
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specific Collective Bargaining Agreement’s (CBA) and list them (i.e., drivers, mechanics

and clerical).

The result of the Cost Adjustment Process is provided in Table E on page 13.

1.1.4. Direct Labor-Related Costs

Total Direct Labor and related costs increased by $470,003 or 1.9%, from the approved
2014 costs. This change is the result of applying an increase for changes in indices, as
described in Table 1 of Attachment K. The four specific costs that are adjusted which
comprise the Direct Labor cost category increased as follows: 1) Wages for CBAs
$298,841; 2) Benefits for CBAs $118,940; 3) Payroll Taxes $24,864; and 4) Workers
Compensation $27,359.

Payroll tax expense has increased by $24,864 due to the increase in wages described
above. The actual payroll tax rate is unchanged from 2014.

The final component of Direct Labor cost, Workers’ Compensation expense, increased
by 2.0% or $27,359 as a result of applying the change in the Employment Cost Index.

1.1.5. Direct Fuel Costs

Direct Fuel Costs are adjusted based on the change in the Producer Price Index -
Commodity Index for #2 diesel fuel. The adjustment for 2015 is a decrease of 2.6% or
$109,711 from 2014. In 2012, this index experienced a 25.55% increase which is
indicative of the volatility of this index and the actual cost of fuel.

1.1.6. Other Direct Costs
Other Direct Costs are adjusted based on applying 80% of the change in a Federal
Consumer Price Index. The result is an increase of 1.2% or $25,083.

1.1.7. Depreciation on Collection Vehicles, Containers and Equipment

There is no cost adjustment for depreciation expense unless a change is approved to
the base capital for trucks, containers and equipment. Therefore depreciation expense
for Rate Year 2015 is the same as for Rate Year 2014.

1.1.8. Indirect Costs Excluding Depreciation

Allocated Indirect Costs Excluding Depreciation include overhead costs, as follows:
General and Administrative costs, Operations (Supervisory) costs, Vehicle Maintenance
costs and Container Maintenance costs. These overhead cost categories each include
labor and related costs, fuel costs, and other costs. Each cost category is separately
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adjusted as explained above. Allocated Indirect Costs Excluding Depreciation,
increased by 1.7% or $211,321.

1.1.9. Annual Implementation Cost Amortization

The Implementation or start-up costs for Recology to roll-out the services are amortized
over the ten year Term of the Franchise Agreements and are fixed costs. The annual

cost is $187,175 and-this cost shall be-apphled-to-Rate Year 2015.

1.1.10. Profit

Allowable Profit is calculated by applying the Operating Ratio (OR) of ninety and one-
half percent (90.5%) to the Contractor's approved Total Annual Costs of
Operations. The Total Annual Cost of Operations is not the actual cost of
operations. The Total Annual Cost of Operations is determined by increasing the
certain line items included in the prior year approved Total Costs of Operations by the
index identified in Attachment K. The Total Contractor's Compensation for Rate Year
2015 is made up of annual approved increases added to the amounts originally included
in Recology’s 2008 RFP submittal.

The compensation for Total Annual Cost of Operations increased 1.2% or $596,696 and
is made up of the items discussed. Applying the prescribed OR to the Total Annual
Cost of Operations results in an increase in Profit for 2015 of 1.2%, or $62,637.

1.1.11. Contractor Pass-Through Costs

Contractor Pass-Through Costs are made up of any new Regulatory Agency Fees (no
changes for 2015), Interest Expense (on capital for trucks and equipmentpurchases),
and Interest Expense on Implementation Costs. Interest expense is adjusted based on
the ten year debt service schedule approved at the start of the contract. Interest
expense decreased by $289,373 to $1,935,353 for 2015. Interest on implementation
costs decreased by $9,604 to $63,894.
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Table E

Costs - 2014 Costs - 2015 Change % Change
Annual Cost of Operations
Direct Labor-Related Costs
Wages for CBAs 15,788,215 16,087,056 298,841 1.9%
Benefits for CBAs 6,283,751 6,402,691 118,940 1.9%
Payroll Taxes 1,313,579 1,338,443 24,864 1.9%
Workers Compensation Insurance 1,390,582 1,417,940 27,359 2.0%
Total Direct Labor Related-Costs 24,776,127 25,246,130 470,003 1.9%
Direct Fuel Costs 4,218,052 4,108,341 (109,711) -2.6%
Other Direct Costs 2,125,690 2,150,774 25,083 1.2%
Depreciation
- Collection Vehicles 4,016,792 4,016,792 - 0.0%
- Containers 1,882,550 1,882,550 - 0.0%
Total Depreciation 5,899,342 5,899,342 - 0.0%
Allocated Indirect Costs
General and Administrative 6,943,824 7,055,693 111,868 1.6%
Operations 1,720,794 1,750,219 29,426 1.7%
Vehicle Maintenance 2,951,711 3,005,558 53,847 1.8%
Container Maintenance 1,023,338 1,039,517 16,179 1.6%
Total Allocated Indirect Costs 12,639,667 12,850,988 211,321 1.7%
Total Allocated Indirect Depreciation Costs 152,451 152,451 - 0.0%
Annual Implementation Cost Amortization 187,175 187,175 - 0.0%
Total Annual Cost of Operations 49,998,504 50,595,200 596,696 1.2%
Profit 5,248,462 5,311,098 62,637 1.2%
Operating Ratio 90.5% 90.5%
Total Operating Costs 55,246,966 55,906,299 659,333 1.2%
Contractor Pass-Through Costs
Regulatory Agency Fees - - -
Interest Expense 2,224,726 1,935,353 (289,373) -13.0%
Interest Expense on Implementation Cost 73,498 63,894 (9,604) -13.1%
Contract Changes to Specific Agencies (416,446) (433,191) (16,745)
Total Contractor Pass-Through Costs 1,881,778 1,566,056 (315,722) -16.8%
BASE CONTRACTOR'S COMPENSATION 57,128,744 57,472,355 343,611 0.6%
Other Adjustments
Incentive / Disincentives 472,171 260,210 (211,961)
Total Other Adjustments 472,171 260,210 (211,961)
TOTAL CONTRACTOR'S COMPENSATION 57,600,915 57,732,565 131,650 0.2%

Calculation of Contractor’s Compensation

Page 13 of 37

SBWMA BOD PACKET 09/25/2014

AGENDA ITEM: 5B EXHIBIT A - p80




1.2. SPECIFIC ISSUES FOR 2015

1.2.1. Performance Incentives and Disincentives

The Franchise Agreements prescribe numerous performance standards and also
require Recology to compile information and submit monthly, quarterly and annual
reports. The information and data contained in these reports are primarily self-reported
by Recology. All of the Performance Incentives and Disincentives (Attachment 1) with
the exception of disincentives related to contamination; are self-reported by Recology.
The incentives and disincentives self-reported by Recology are currently being audited
and may be adjusted pending the results of the audit. The contamination related
disincentives are calculated by the SBWMA and payment is remitted directly to the
SBWMA so these amounts are not presented.

The net-calculated pPerformance ilncentives/dDisincentives payment for 2013_(net of
additional Liguidated Damages per the SBWMA audit) was an incentive payment to
Recology of $260,210$253,210. Table F provides a breakdown by Member Agency.
The payment for Performance Incentives/Disincentives (net of additional Liquidated
Damages per the SBWMA audit) to Recology for 2012 was $472,171 (applied to 2014
rates); therefore, the compensation for Performance Incentives/Disincentives to
Recology for 2013 (applied to 2015 rates) is reduced by $218,961 from 2012.
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Table F

Performance Incentive/Disincentive Payments 2013

Performance Incentives and Disincentives

) Average | 90 Second Net Incentives
SFD Missed . .
Member Agency Speed of | Max Hold | Diversion and
P/U Events ] . .
Answer Time Disincentives
Atherton $400 ($131) $0 ($3,248) ($2,979)
Belmont $650 ($484) $0 | ($12,029) ($11,863)
Burlingame $750 | ($1,365) $0 |  ($33,951) ($34,566)
East Palo Alto $250 ($667) $0 ($16,589) ($17,006)
Foster City $350 ($629) $0 | ($15,632) ($15,911)
Hillsborough $550 ($155) $0 ($3,856) ($3,461)
Menlo Park $650 ($969) $0 ($24,092) ($24,411)
North Fair Oaks $350 ($318) $0 ($7,916) ($7,884)
Redwood City $1,150 [ ($2,158) $0 ($53,680) ($54,688)
San Carlos $500 ($740) $0 ($18,407) ($18,647)
San Mateo $1,400 | ($2,416) $0 [  ($60,088) ($61,104)
SM County $550 ($235) $0 ($5,845) ($5,530)
WBSD $250 ($93) $0 ($2,317) ($2,160)
Total $7,800 | ($10,360) $0 | ($257,650) ($260,210)

Negative number in parenthesis denotes Incentive payment due to Recology.

Calculation of Contractor’s Compensation
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SBWMA Comment: Please revise the above Table F to denote a $7,000 reduction in
the Performance Incentive payment (net of additional Liquidated Damages) due to
Recology per the Board's approval on June 26, 2014 of the SBWMA audit. Please
provide an explanation of this adjustment via a footnote.

1.3. MEMBER AGENCY SPECIFIC ISSUES

SBWMA Comment: Similar to last year, the 2015 Application discusses the service
changes and cost adjustments for three Member Agencies (i.e., San Carlos, Menlo Park
and Hillsborough); however, while the detail was provided to the SBWMA only, it should
also be included in the version shared with all Member Agencies. To ensure
transparency, please include the cost adjustment and supporting documents should in
the 2015 Application.

1.3.1. Town of Hillsborough Backyard Service Adjustment

In 2008, the Town of Hillsborough (Hillsborough) initiated a backyard collection fee
designed to encourage Single Family Dwelling customers to bring their garbage carts to
the curb for collection. As a result of the new fees imposed by Hillsborough, fewer
customers requested backyard service. This decrease in backyard collection data was
not reflected in Recology’s 2008 proposal submittal. Since the data had changed from
the time of RSMC’s 2008 proposal submittal, Hillsborough requested that Recology
review the data included in the proposal and update the assumptions to more accurately
reflect the migration to curbside service.

Recology agreed that the decrease in backyard service should in fact reduce the
estimated number of Route Hours and the number of Route Labor Hours (two key
metrics for cost allocations) needed to service Hillsborough. Therefore, RecologySME
reduced Hillsborough’s and the other SBWMA’s Member Agencies Total Single Family
Dwelling (SFD) Route Labor Hours and Route Hours for Recyclable Materials,
Compostable collection and Organic Materials collection. These changes were only
made in the Town of Hillsborough and no other Member Agencies were affected by the
changes.

The reduction in hours reduced the Total 2015 Contractor's Compensation for
Hillsborough'’s Single Family Dwelling costs by $433,191, slightly higher than last year.
This amount can be found on page 7 in Table B.
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1.3.2. City of San Carlos Kitchen Pail Adjustment

A deduction will be made for the City of San Carlos which had already purchased their
kitchen pails. This cost will be deducted from Recology’s compensation and is adjusted
annually.

SBWMA Comment: Please include the specific cost referenced above in the text and
reference the section in this Application where it is denoted.

1.3.3. City of Menlo Park Billing Adjustment

The City of Menlo Park requested that Recology add the service of billing its customers
who had previously been billed by the city. This cost will be added to Recology’'s
compensation and adjusted annually.

SBWMA Comment: Please include the specific cost referenced above in the text and
reference the section in this Application where it is denoted.

1.3.4. Town of Hillsborough Used Green Waste Carts Adjustment

The Town of Hillsborough decided to use their previously owned organics containers
and not purchase new ones. The cost of new carts will be deducted from Recology’s
compensation and is adjusted annually.

SBWMA Comment: SBWMA Comment: Please include the specific cost referenced
above in the text and reference the section in this Application where it is denoted.

In addition, the Recology 2015 Application includes a $10,278 Depreciation cost for
additional new carts apparently provided to Hillsborough; however, no supporting
documentation is provided. (This is the first time this additional Depreciation expense
has been charged to the Town.) Please provide the supporting documentation for this
adjustment and confirmation from the Town that they concur with this hew increase in
compensation due to Recology.

1.3.5. City of Belmont Unique Franchise Agreement

Eleven of the twelve SBWMA Member Agency Franchise Agreements use the same
compensation methodology to calculate the annual adjustment to the compensation
paid to Recology. One Member Agency (i.e., City of Belmont) used a different
compensation adjustment methodology; however, use of this different methodology
does not impact the costs or services provided to the other eleven Member Agencies.
Including the City of Belmont in the cost calculations with the other eleven Member
Agencies is necessary in order to accurately implement the cost allocation process
prescribed in the Franchise Agreements.
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1.3.6. West Bay Sanitary District Surplus/Shortfall Adjustments

In Rate Year 2012, the West Bay Sanitary District paid Recology using District funds to
offset customer rates. This payment was intended to offset the anticipated rate shortfall
in 2013. These funds were received by Recology in 2012 and booked as revenue in
2012. As these funds were intended to offset the 2013 anticipated shortfall, the result
created a surplus of $187,547 in the 2012 Revenue Reconciliation and a subsequent
shortfall of $174,328 in the 2013 Revenue Reconciliation. To smooth out the revenue
surplus/shortfall issue created by timing of the payment of these funds, it was agreed in
April 2014 that the 2012 surplus would be applied to the 2013 shortfall. The final result
of these changes netted an Adjusted Surplus/(Shortfall) for Rate Year 2015 of $14,775.
As part of this adjustment, interest has also been recalculated on the combined balance
for the past two years. The total interest for these two years is $942. This adjustment is
presented in Table H on page 21.
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2. ANNUAL REVENUE RECONCILIATION

2.1. REVENUE RECONCILIATION FOR 2013 TO ACCOUNT FOR ANY
SHORTFALL OR SURPLUS IN COMPENSATION PAID TO RECOLOGY

For rate years 2013 through 2020, there is an annual revenue reconciliation process to
determine what net revenue Recology retained in compensation versus the amount
actually owed to the company. The calculation compares gross revenue billed, less
contractor paid Pass-Through expenses for agency fees and disposal expense at
Shoreway, versus the approved Contractor's Compensation. This reconciliation of what
was owed versus what was paid to Recology results in a surplus or shortfall owed
to/from Recology by each Member Agency. The 2013 Revenue Reconciliation is
submitted and reviewed in 2014 and the results are included in Recology’s 2015 total
compensation. Table G illustrates how the revenue reconciliation process is conducted
each year.
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Table G

| 2013 REVENUE RECONCILIATION PROCESS |

January 1, 2013* December 31, 2013
APIEE AU Recology 2013 Actual Revenue Billed
Compensation
+4 -V
2013 Estimated Disposal 2013 Actual Disposal’ Expense
Expense Paid to SBWMA
+4 -V
2013 Estimated Agency Fees 2013 Actual Agency Fees Paid
- to Agency
+& -V

Approved 2013 Recology

Prior Period Surplus/Shortfall Compensation (no changes)

= =l

Actual Revenue
Surplus/Shortfall Applied to
2015 Rates

2013 Approved Revenue
Requirement

! SBWMA Board approves Total Revenue Requirementin September for Member Agencies to set rates
effective January 1.

2 Also includes Organics and Food Scraps Processing costs (tons by Member Agency x contractor rates/ton).

This surplus or shortfall will be added to or subtracted from the company’s
compensation for the subsequent rate year (2015) by Member Agency. The Recology
2013 Revenue Reconciliation Report was submitted on March 31, 2014 and-is-eurrently
beingauditedhas been audited by a third party firm hired by the SBWMA.

Included in the Revenue Reconciliation is a review of revenue received by Recology to
provide backyard service. The Franchise Agreement identifies that revenues billed for
providing backyard service for the first twenty percent (20%) of single family dwelling
(SFD) customers is to be excluded from contractor's compensation. Currently, no
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Member Agency has over 20% of their SFD customers subscribing to backyard service,
Therefore, 100% of all backyard service revenue is credited back to the Member
Agencies for Rate Year 2013.

The final Revenue Reconciliation Report for Rate Year 2013 submitted by Recology on
June 13, 2014 after the SBWMA audit was completed and provided to Recology for
review, findsstated that Recology was undercompensated by $1 281 336 mcludmg

ir—Section—2.2-below. (Refer to page 21 for the Recology Revenue Reconciliation
supperting-decumentationsummary table.)

2.2. INTEREST ASSOCIATED WITH A SHORTFALL OR SURPLUS IN
REQUIRED REVENUES

Section 11.07.B of the Franchise Agreement prescribes that interest shall be applied to
any surplus or shortfall as calculated in the Revenue Reconciliation Report. The interest
is applied to fifty percent (50%) of the difference during the Rate Year in which the
difference in revenue occurred (Rate Year 26122013) and one hundred percent (100%)
of the difference during the immediately following Rate Year (Rate Year 20132014).
The interest rate is set at the prime rate plus one percent (1%). The prime rate in effect
since December 16, 2008 is 3.25%. Therefore interest is calculated at 4.25%.

In March 2014, a Memorandum of Understanding (MOU) between Recology San Mateo
County and the SBWMA was developed for Shortfall and Surplus amounts for Rate
Year 2013 and beyond; (see Part 2, page 86). This MOU described that shortfall
amounts that are a result of a Member Agency setting rates lower than had been
recommended by the SBWMA Board shall have interest applied as described in Section
11.07.B of the Franchise Agreement.

The MOU describes that no interest will be applied to shortfall or surplus amounts that
were generated if the Member Agency set rates as recommended by the SBWMA
Board. If a Member Agency sets rates above those recommended by the SBWMA
Board and a surplus is generated, that Member Agency can have the amount of the
surplus refunded to the Member Agency. The Refund must be requested in writing by
July 31 of each year and Recology will comply with the request for refund in a
reasonable time frame. If a Member Agency elects to have the surplus amount
refunded, that surplus amount will not be subtracted from the company’s compensation
for the subsequent rate year as described in Section 2.1 above.
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The interest to be charged or credited on the 2013 Revenue Reconciliation
surplus/shortfall and included in the Rate Year 2014 Total Contractor's Compensation is
included in Table H, page 21.

SBWMA Comment: Similar to the comment provided under the table in the “Executive
Summary” section titled “Results of the 2013 Revenue Reconciliation (Section 2),”
please provide an explanation via a footnote to Table H of how interest is handled for
West Bay Sanitary District in this Application. Specifically, please explain that West Bay
Sanitary District’s interest as represented is calculated by reversing the 2012 reported
interest of $11,956 and that the 2013 interest is calculated on the net of the 2012
surplus balance and the 2013 shortfall balance. The result is that the combined interest
for 2012 and 2013 is $942.
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Table H

Recology San Mateo County
Revenue Reconciliation and Interest

Rate Year 2013
North Unincorporated Member
Atherton Belmont Burlingame E Palo Alto Foster City  Hillsborough _Menlo Park Fair Oaks Redwood City San Carlos San Mateo West Bay County Agency Total
Gross Revenue Billed $ 3,140,420 6,444,463 10,653,855 4,688,953 5,277,965 3,513,653 10,316,892 2,533,242 17,916,862 8,354,577 21,927,777 1,525,802 3,078,201 99,372,662
Less:
Pass-Through Costs 1,277,303 2,982,150 4,146,321 2,254,142 2,093,954 1,057,715 4,332,118 890,146 7,465,295 2,852,575 8,448,020 484,804 963,743 39,248,286
Unscheduled and Intermittent Services
Excluding Agency Fees 18,921 67,918 94,380 51,234 22,402 7,034 122,974 27,264 54,779 79,391 312,950 15,136 18,910 893,293
Net Revenue Billed 1,844,196 3,394,395 6,413,154 2,383,577 3,161,609 2,448,904 5,861,800 1,615,832 10,396,788 5,422,611 13,166,807 1,025,862 2,095,548 59,231,083
Contractor's Compensation 1,390,581 3,656,499 5,644,000 2,252,939 3,479,863 1,883,350 5,976,300 1,697,655 10,598,199 5,340,463 12,431,010 1,085,680 2,070,059 57,506,598
Agency Specific Contract Changes (34,596) 23,601 (6,523) (17,518)
Approved Contractor's Compensation 1,390,581 3,656,499 5,644,000 2,252,939 3,479,863 1,848,754 5,999,901 1,697,655 10,598,199 5,333,940 12,431,010 1,085,680 2,070,059 57,489,080
2011 (Surplus)/Shortfall 557,857 592,047 709,885 — 40,787 539,728 50,866 (89,107) (292,478) 178,538 1,133,085 111,559 (84,662) 3,448,105
Interest on 2011 (Surplus)/Shortfall 35,563 35,478 42,540 — 2,444 32,343 3,048 (5,681) (18,645) 10,699 72,234 2,951 (5,397) 207,577
Total Due Recology San Mateo County for
Rate Year 2013 1,984,001 4,284,024 6,396,425 2,252,939 3,523,094 2,420,825 6,053,815 1,602,867 10,287,076 5,523,177 13,636,329 1,200,190 1,980,000 61,144,762
Specific 2011 Shortfall Billed in 2012 326,311 326,311
Surplus/(Shortfall) for Rate Year 2013 $_ (139,805) (889,629) 16,729 130,638 (361,485) 354,390 (192,015) 12,965 109,712 (100,566) (469,522) (174,328) 115,548 (1,587,368)
2012 Calculated Surplus due to Balancing
Account Funds Paid to Recology 187,547 187,547
2013 Food Waste Disposal Adjustment 3,084 5,897 24,530 4,336 27,986 2,518 41,593 4,669 34,917 9,204 35,837 1,556 1,885 198,010
Adjusted Surplus/(Shortfall) for Rate Year 2015 (136,721) (883,732) 41,259 134,974 (333,499) 356,908 (150,422) 17,634 144,629 (91,362) (433,685) 14,775 117,433 (1,201,811)
Interest to/from Recology (8,716) (56,338) (9,589) (5,824) 942 (79,525)
TOTAL REVENUE RECONCILIATION (145,437) (940,070) 41,259 134,974 (333,499) 356,908 (160,011) 17,634 144,629 (97,186) (433,685) 15,717 117,433 (1,281,336)
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3.ALLOCATION OF COSTS TO THE MEMBER
AGENCIES

3.1. EXPLANATION OF COST ALLOCATION PROCESS

The process to allocate Recology’s cost equitably across all Member Agencies is
prescribed in Article 11 and Attachment K of the Agreements. Recology’s rinesixteen
cost categories are allocated based on four operational statistics for each of the 17
service sectors specific to each Member Agency. These operational statistics are:

Annual route labor hours

Annual route hours

Number of containers in service
Number of customer accounts serviced

Recology conducted its Annual Route Assessment over a four week period in April and
May 2014 to determine the statistics that will be applied to each Member Agency. A
summary of the metrics used for the cost allocation process are provided in Appendix 1-
1. Refer to Appendix 1-2 and Appendix 1-3 on pages 36 and 37 for two of the statistics
comparing 2014 to 2015 data by Member Agency (route labor hours and route hours).

Table | details which operational statistics are applied to allocate each of the cost
categories. Table J is a graphical representation of Table I.
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Table |

COST OF OPERATIONS

Wages for Direct Labor

Annual Route Labor Hours

Benefits for Direct Labor

Annual Route Labor Hours

Payroll Taxes

Annual Route Labor Hours

Worker’s Compensation Expense

Annual Route Labor Hours

Direct Fuel Costs

Annual Route Hours

Other Direct Costs

Annual Route Hours

Route Vehicles

Annual Route Hours

Collection Containers

Containers in Service

Other

Annual Route Hours

INDIRFCT COSTS

General and Administrative

Number of Customer Accounts

\ehicle Maintenance

Annual Route Hours

Container Maintenance

Number of Containers in Service

Operations

Annual Route Hours

IMP] EMENTATION

Annual Route Hours

INDIRFCT DEFPRFCIATION

Annual Route Hours

Table J

| Operational Statistic |

Cost Category

Annual Route Labor

Hours

Direct Labor (Wages, Benefits,
Taxes, Worker's Comp)

Direct Fuel, Other Direct,
Route Vehicles, Vehicle
Maintenance, Operations

Cd
Y
7

Annual Route Hours

Implementation

Indirect Depreciation

Containers in Service

Collection Containers,
Container Maintenance

Number of Customer

Accounts

General and Administrative

N
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In an effort to illustrate how the cost allocation process is conducted, an example for the
City of Menlo Park_residential solid waste line of business is provided as Table K on
page 25. The first section of this table outlines Menlo Park’s share of the four operating
statistics (i.e., number of accounts, total route labor hours per year, route hours per year
and total containers in service.) The second section shows how the allocation of these
operational statistics is applied to the cost categories (i.e., direct labor, direct fuel, etc.).

It is important to note that this process is conducted for seventeen lines of business
(e.g., Single-Family solid waste, recycling, organics; Commercial/MFD solid waste,
recycling, organics, etc.) and Table K, on page 25, only represents the calculation for
one service sector (i.e., Single-Family Dwelling) in one line of business (i.e., Solid
Waste collection service). Table L, on page 26, provides a list of all seventeen lines of
business.
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Table K

Example of Cost Allocation Calculation - 2015 |
City of Menlo Park Allocated Cost for SFD, Solid Waste Line of Business
Statistics
1 |# of Accounts - City 7,829
# of Accounts - Total SBWMA 93,999
% of Accounts - City 8.3%
2 |Total Route Labor hours year - City 3,767
Total Route Labor hours year - Total SBWMA 46,797
% Total Route Labor hours year - City 8.1%
3 [# of route hours/year - City 3,480
# of route hours/year - Total SBWMA 42,960
% Total Route Labor hours year - City 8.1%
4 |Total Containers in Service - City 8,057
Total Containers in Service - Total SBWMA 96,133
% Total Containers in Service - City 8.4%
a b [¢
Line of Business
Service Sector: SFD Solid Waste Solid Waste Solid Waste
SBWMA Total %to MP |MP Cost Allocation
Annual Cost of Operations (axb)
Direct Labor-Related Costs
Wages for CBAs $3,225,470 8.1% $259,670
Benefits for CBAs $1,276,255 8.1% $102,746
Payroll Taxes $268,359 8.1% $21,605
Workers Compensation Insurance $284,305 8.1% $22,888
Total Direct Labor Related-Costs $5,054,389 $406,909
Direct Fuel Costs $804,044 8.1% $65,133
Other Direct Costs $400,529 8.1% $32,445
Depreciation - Collection Vehicles $803,031 8.1% $65,051
Depreciation - Containers $428,963 8.4% $35,952
Depreciation for Collection Equipment $1,231,994 $101,003
Allocated Indirect Costs
General and Administrative $1,323,444 8.3% $110,227
Operations $328,291 8.1% $26,594
Vehicle Maintenance $563,756 8.1% $45,668
Container Maintenance $194,983 8.4% $16,342
Total Allocated Indirect Costs $2,410,474 $198,830
Total Allocated Indirect Depreciation Costs (Form 9) $28,295 8.1% $2,292
Annual Implementation Cost Amortization (Form A) $40,497 8.1% $3,281
Total Annual Cost of Operations $9,970,223 $809,892
Profit (from Operating Ratio below) $1,046,508 $85,016
90.5% 90.5% 90.5%
Total Costs before Pass-Through Cost $11,016,821 $894,909
Contractor Pass-Through Costs
Interest Expense $362,711 see note $29,736
Interest Expense on Implementation Cost $12,018 see note $974
Total Contractor Pass-Through Costs $374,729 $30,710
BASE CONTRACTOR'S COMPENSATION - 2015 $11,391,551 $925618
Note: Interest Expense is allocated based on the % of each agency's depreciation expense to the total.
Calculation is not shown above.
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SBWMA Comment: Please correct the “Note” in Table K to denote that Interest on

Implementation is allocated based on Route Hours.

See Appendix 3-7, page 84 column A to trace the example identified in Table K to the
Single-Family solid waste cost allocation to the actual Member Agency cost worksheet.

Table L
NAtéaeiggﬁzé Line of Business Service Sector
A Solid Waste (1) Sgﬁ;%gig:y
B Recyclable Materials (2)
C Organic Materials (3)
D Weekly Battery gnd Cell Phone
Collection (4)
E Weekly Used Motor Oil and Filters (5)
F Twice Annual Bulky Item Collection (6)
E Cart and Bin Solid Waste (7) Commercial/MFD
F Cart and Bin Recyclable Materials (8)
G Cart and Bin Organic Materials (9)
H Drop Box Solid Waste (10)
H Drop Box Recyclable Materials (11)
H Drop Box Organic Materials (12)
J Twice Annual Bulky Item Collection (13)
E Solid Waste (14) Agency Facility
G Organic Materials (15)
I Public Litter and Recycling Cans (16)
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Venues and Events (17)

3.2. CoST ALLOCATION VARIANCES FOR MEMBER AGENCIES

Total Contractor's Compensation is allocated each year based on the new operational
statistics derived-compiled from the annual route assessment conducted by Recology
each year_in_April/May. Therefore, the percent of cost allocated to each Agency
changes each year. Table M below shows the total cost allocation percent by Agency
in 2014 and 2015, the allocation percentage difference, the total cost percent change,
and the total cost variance attributed to the change in cost allocation percent.

Table M
Percentage of Total Contractor’s Compensation
Total Cost Allocation

2014 2015 Difference % Variance % | Difference $
Atherton 2.60% 2.52% -0.08% -2.93% $ (44,002)
Belmont 6.33% 6.23% -0.09% -1.49% $ (54,449)
Burlingame 9.81% 9.84% 0.03% 0.30% $ 17,158
East Palo Alto 4.09% 4.14% 0.05% 1.15% $ 27,232
Foster City 6.27% 5.96% -0.31% -5.00% $ (181,804)
Hillsborough 4.18% 4.18% 0.00% -0.01% $ (231)
Menlo Park 10.00% 10.00% 0.00% -0.04% $ (2,523)
North Fair Oaks 2.93% 3.04% 0.12% 4.03% $ 68,376
Redwood City 17.66% 18.12% 0.45% 2.57% $ 263,299
San Carlos 9.00% 8.77% -0.23% -2.51% $ (130,907)
San Mateo 21.65% 21.76% 0.11% 0.53% $ 66,286
West Bay Sanitary 1.71% 1.72% 0.01% 0.44% $ 4,403
County of San Mateo 3.78% 3.73% -0.06% -1.50% $ (32,839)
Totals 100% 100% 0.00% N/A $ 0)

Note: Dollar difference amounts in parentheses are a reduction in total cost allocation.
Year 2014 and 2015 percentages are shown rounded to two decimal places.

The Total SBWMA year-over-year percentage change in the cost categories for the
three service sectors (i.e., Residential, Commercial/Multi-Family and Member Agency
Facilities) is provided as Appendix 2-2, page 41. For each Agency, the year-over-year
changes in the main operational statistics are shown in the Agency Snapshot Summary
table and the associated cost adjustments are provided in detail in Appendix 3.
Additionally, the bottom of the Attachment N, Schedule B, shows the change in
allocation in percent and cost by Line of Business (cost from allocation change only).
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The primary factor that is attributable to the year-over-year cost allocation variances i
allecation-is the number of labor hours used to service each Member Agency. Because
all Member Agencies comprise 100% of the total allocation of cost, a reduction or
increase in the allocation of one Member Agency affects the other Member Agencies.

Changes in each Agency’s percent of route hours results in changes in the allocation of
costs which can be impacted by several possible factors. Allocation changes can be the
result of changes in route drivers, changes in traffic patterns, changes in set-out
locations for containers, new service time constraints due to noise, street sweeping,
requested collection times, etc.

In looking at the change in statistics from one year to the next, it is important to point out
that it is not just how one Member Agency’s statistics change but how the Agency’s
statistics change in comparison to the total. For example, if an Agency has a 10%
reduction in hours but the total SBWMA also has a 10% reduction, then the cost
allocation percent to this Agency will not change. If an Agency has a 10% reduction but
the total SBWMA has a 15% reduction, then the Agency will actually have a larger cost
allocation percent than the previous year. So the Agency’s statistical changes in
comparison to the total are what really affects changes to the cost allocation percent.
The tables in Appendix 1 provide a useful comparison of how each Member Agency
statistics change in comparison to other Member Agencies and to the total SBWMA.

The following sections provide an explanation of the year-over-year variances in cost
allocation for the specific Agencies as identified on page 27.

3.3. INDIVIDUAL MEMBER AGENCY VARIANCES

For Rate Year 2015, the Variance analysis focused on individual jurisdictions that had
material changes of over 3% on the total of the Contractors Compensation cost
allocation. Only two jurisdictions fell into that category. Those agencies are Foster City
and North Fair Oaks (CSA 8). The following provides the explanation for these
variances. The 3% benchmark is used as anything less than 3% could be driven by a
variety of “soft factors”. Factors such as traffic, relief driver impact, proper/improper set
outs, and seasonality can attribute to variances of less than 3%. Of the eleven
remaining jurisdictions who had less than a 3% variance, seven of them saw year over
year reductions in their cost allocations while only two of the remaining four (Redwood
City and East Palo Alto) had an increase of between 1% and 3% in their cost allocation.

Foster City
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In Foster City, the Multi-Family Dwelling (MFD)/ Commercial Lines of Business (LOB)
had the greatest change in Route Labor Hours and Route Hours compared to the prior
year.

When eempared-tecomparing the allocation used for rate year 2014, the annual Route
Labor Hours and Route Hours in MFD/Commercial Roll-off and Compactor LOB were
reduced by over 44% due to less hauls during the audit period. Below is an example of
some accounts that had a reduction in Compactor or Debris Box hauls, including on-call
services and MFD Bulky Item Collections (BIC) during the four-week period in 2014 as
compared to 2013:

Account # of hauls in 2014 | # of hauls in 2013 2014 vs. 2013
Avalon Bay 0 4 -4
Isle Cove (BIC) 9 6 -3
Marina Point (BIC) 3 2 -1
Marina Green (BIC) |3 2 -1
Safeway 8 2 -6
Solar City 5 2 -3

SBWMA Comment: The text in the paragraph preceding this table note a “reduction” in
hauls. However, the variance shown in the table appears to represent an increase in all
but the first row (i.e., “Avalon Bay,” as the variance is presented erroneously in the
remaining five rows). Please make the appropriate changes to this table and revise the
above explanation.

Foster City also realized a significant reduction of containers in the MFD/Commercial
Recycle LOB. This is due in part to increased container sizes, allowing for less frequent
hauls. The number of cart based collections was reduced 9% as a result of
consolidation into metal containers, which increased by 9%. This consolidation resulted
in less service time required, which lowered the Route Labor Hours by 17.2%.

The same holds true for the MFD/Commercial Organics LOB. This is due in part to the
consolidation of containers, which increases route efficiencies. The number of cart
based collections was reduced by 9%, where-aswhereas the bin collections increased
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7.5%. —This consolidation resulted in less service time required, which lowered the
Route labor Hours by 22%.

North Fair Oaks (CSA 8)

The Community of North Fair Oaks (NFO) experienced an overall cost allocation
variance increase of 4.02%4.03%, which equates to an increase of $68,137$68,376
(per_Table M). The largest part of this increase is attributed to the collection of
MFD/Commercial service sector in Solid Waste, Recyclable, and the Organics lines of
business (LOB) where the aliocated-total costs increased $55,000_of which $50,000 is
attributed to the change in cost allocation (Appendix 3-11). As an example, the MFD
/Commercial Solid Waste LOB saw a cumulative increase in Route Labor Hours of 92
91.2 hours or 5:9%5.8% year over year, which resulted in the NFO percentage of the
total SBWMA MFD/Commercial increasing from 4.8% in 2014 to 5.1% in 2015. This was
further magnified as total heurs—Route Labor Hours in this MFD/Commercial Solid
Waste LOB decreased SBWMA wide in 2015 by 555 hours or 1.7%.

The increase in the MFD/Commercial sector can be attributed to a year over year
increase in the number of collection lifts. Solid waste realized an increase of 546 lifts,
recycling had an increase of 403 lifts, and organics saw an increase of 468 lifts. While
there has not been a significant increase in tons, there has been a migration from bins
to carts which was a factor in the increase in lifts. As an example, in 2014 solid waste
bins realized a reduction of 3 bins while solid waste carts saw an increase of 1012.
Many of the smaller restaurants in the NFO area have space constraints so using carts
within their facilities and then bringing them out for service certainly is beneficial to them
however; it creates more lifts for Recology, which in turn leads to increases in route
labor hours.

SBWMA Comment: Please provide the specific reference to where the data showing
the highlighted outcome in the preceding paragraph can be found in this Application.

We have also seen an increase in frequency of service and new accounts. Some
examples are:

2014 | 2013
Account vards | vards | 2014 vs. 2013 vards 2014 vs. 2013 lifts

523 Hampshire LLC | 18 16 +2 (+104 annually) +4 (+208 annually)

La Petite Baleen 1 0 +1 (+52 annually) +1 (+52 annually)
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Specialties Café 12 0 +12 (+624 annually) | +12 (+624 annually)

TOTAL 31 16 +15 (+780 annually) | +17 (+884 annually)

SBWMA Comment: Please revise the above table to denote what “+104 annually”
(etc.) means (i.e., 104 accounts?).

These three businesses account for a total of 884 additional lifts annually.

The same holds true for the MFD/Commercial Organics LOB. The NFO area also
experienced an increase in MFD/Commercial Organics Service which increased its
labor hours in this LOB by 20.4%. Not only have "lifts” increased (as stated above), we
also have seen an increase in volume of the organic material from 275 cubic yards in
2014 to 365 cubic yards in 2015. A few examples of new organic starts are 3151
Edison, Ayar Produce, and Pena Meats which resulted in increased lifts and yardage.

The bottom line is that the time associated with the NFO increase in Member Agency
allocation for all the MFD/Commercial LOB amounts to 40 minutes (more) per day when
comparing 2013 to 2014. Customer service level changes, additional services, and/or
container/cart placements all can effect collection service times and allocations.

SBWMA Comment: Please provide the specific references to where the data showing
the highlighted outcome in the preceding two paragraphs can be found in this

Application.

The overall contractors compensation cost allocation variance over Rate Year 2014
created by the percentage increase in the NFO area and the percentage decrease
(overall) in the SBWMA, and the fact that the NFO area is one of the smaller
jurisdictions, increases the allocation to NFO regarding the overall SBWMA contractor

compensation package.—Anr—example—ofthis—would—be—a—comparison—ofthe NFO
allocation—numbers-as-compared-_As an example, the cost allocation impact on NFO
can be compared to the Clty of San Mateo. AEO—hos—operceninoe—othelokl

of0-12%. NFO has a 0.12% increase in total cost allocation which increases thelr cost

by $68,376. However, because NFO has a small relative total cost, the impact to NFO is
a 4.03% increase in their total cost. Whereas, Fhe-the City of San Mateo has an
increaselvariance in total cost allocation of 0.11% ($66,286), which are-is obviously -a
very similar numbers/percentages_ to the increase of total SBWMA cost.;
howeverHowever, because of San Mateo’'s much higher total cost, the—variance

percentage—inerease—in-NFO-is—4.02%and-the variance-percentage increase for San
Mateo’s total cost allocation is only 8-52%0.53%.
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3.4. OPERATIONAL INFORMATION FOR COST ALLOCATION

Operational information used to allocate Contractor's Compensation can be found in the
following tables provided in Appendix 1:

e A summary of major statistics (Appendix 1-1)

e Number of Labor Hours by Line of Business (Appendix 1-2)

¢ Number of Route Hours by Line of Business (Appendix 1-3)

e Number of Containers in service by Line of Business (Appendix 1-4)

e Number of accounts by Line of Business and account type (i.e., Container size,
Collection frequency, and material type) (Appendix 1-5)

All data provided is a result of the Annual Route Assessment conducted in April and
May of 2013.

3.4.1. Annual Route Hours by Line of Business

Annual Route Hours by Line of Business identifies the time spent by each route
servicing customers by Member Agency, Service Sector (i.e., Single-Family Dwelling,
Multi-Family Dwelling, Commercial and Agency Facility), and Line of Business (e.g.,
solid waste collection, organic materials collection). This information was gathered over
the 4 week period from April 14, 2014 to May 11, 2014 using the Route Time and
Distance Reports from our Routeware System.

It should be noted that in order to optimize routing efficiencies we maintain some
collection routes that include stops in the territory of more than one Member Agency.
For such routes our data management systems (Routeware System) enable us to
accurately identify route hours to the appropriate Member Agencies. In instances where
Routeware was not available on an individual truck on an individual day, route hours for
that route and that day from another week in the four week period were used.

SBWMA Comment: Please provide an explanation of the difference between Route
Labor Hours and Route Hours to improve this section and perhaps alleviate any
confusion since these two operational metrics are different.

3.4.2. Annual Route Labor Hours by Line of Business

The annual route labor hours by line of business were generated by using information
gathered during the four—week period from April 14, 2014 through May 11, 2014 using
the daily “Route Time & Distance by Franchise” reports from our Routeware on-board
computer system.
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3.4.3. Number of Containers in Service by Line of Business

The Number of Containers in Service by Line of Business table is the number of
containers, both carts and bins, located at active accounts at a point in time, that being
May 9, 2014.

3.4.4. Number of Accounts by Line of Business

The number of accounts by line of business table is not an annualized report. This
particular report represents active accounts at a point in time, which was May 9, 2014.

3.5. DESCRIPTION OF OTHER OPERATIONAL INFORMATION

The tables included in Appendix 1 (Operational Information) of this Compensation
Application include other data required in the Agreements. These tables may-provide a
breakdown of the data by Member Agency, Service Sector, and Line of Business. For
the complete list of statistical tables, see Part I, section 1, including these same tables
and additional statistical tables (e.q., list of vehicles, personnel, set-outs).
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4.COST ADJUSTMENT CALCULATIONS IN TOTAL AND
BY MEMBER AGENCY

The Franchise Agreement Attachment N; illustrates the calculation process to derive the
actual total compensation adjustment_and allocation to each Member Agency. A
summary of the tables from the Attachment N adjustment process are found in
Appendix 2.

As previously shown in Section 1.1.11 Table E, the table provided as Appendix 2-1
shows the results of all the cost adjustments as previously described, in total for the
combined SBWMA service area. In Appendix 2-1, each cost category is broken out with
this year’s cost, next year’s cost, the dollar variance and the percent variance. In total,
there was a 06:3%0.2% compensation adjustment__including Performance
Incentives/Disincentives.

Appendix 2-2 breaks out the Base Contractor’s costs by line of business and shows an
increase in_compensation of 0.6% before specialand—one-time the Performance
Incentives/Disincentives adjustments. Single Family collection costs increased by 0.6%,
Commercial and Multi-Family costs increased by 0.7% and Agency Facilities costs
increased by 0.5 %.

Appendix 2-3 shows the 2015 total costs including special and one-time adjustments
by Agency. At the bottom of the table is a comparison to the 2014 total costs and the
percentage change. The variance by Agency is primarily due to changes in the cost
allocation percent versus last year and specific adjustments to individual Agencies.

Appendices 2-4, 2-5 and 2-6 provide the 2015 costs by line of business and service
sector. Costs are adjusted and allocated at the level of detail shown in this table. At the
bottom of each table is the 2014 total cost, the dollar change and the percentage
change. The variance by service sector reflects changes in operating hours which
impacts how the total cost is allocated.

Appendix 3 providesis-an-example-of six tables for each Agency:

each-Member-Ageney-is-the-Contractor's Base Compensation — Detall

2. Contractor's Compensation by Service Sector

3. +Allocated Costs — SFD

4. Allocated Costs — MFD & Commercial
5. Allocated Costs — Agency Facilities

=
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6. -by-Service-Sectorand-Line-of Business;-and-The Snapshot Report for the
Member Agency.

Contractor's Compensation by Service Sector shows the 2015 total costs including
special and one-time adjustments by Agency. At the bottom of this table is a
comparison to the 2014 total costs and the change in percentage. Also included at the
bottom is a comparison of the total cost allocation by line of business for this year, next
year, the dollar impact of the allocation change and the present-percentage change. For
example, on page 95, San Carlos had a 9.2% allocation of the 2014 Single Family
Dwelling cost but 8.5% for 2015 with a 0.6% year-over-year allocation decrease. This
decrease resulted in a cost allocation decrease of $204,383. Similarly, the Agency
Facilities cost allocation declined 0.6%, or $6,157. Fhis-These cost decreases was-were
offset by a 0.3% allocation increase in the Multi-Family and Commercial line of
business, resulting in a cost allocation increase of $79,689. The result was a total cost
allocation decrease of 0.23% or $130,850.

Allocated Costs by Service Sector and Line of Business provide the 2015 costs by line
of business and service sector. Costs are adjusted and allocated at the seventeen lines
of businesslevel-of-detail shown in this-these tables. For comparison purposes, At-at the
bottom of each table—column is also the 2014 total cost, the dollar change and the
percentage change. Provided at the top of each table—column are the operational
statistics and percent of the total attributed to that specific Agency for each line of
businessservice-seeter. The color coding denotes the statistic used to adjust each cost
category

Member Agency Snapshot is a summary and comparison of the basic operating
statistics and includes three years of data. It includes the four statistics used to allocate
costs as described in Section 3 of this Application, as follows:

1. Number of Accounts

2. Total Route Labor hours

3. Total Route Hours

4. Total Number of Solid Waste Containers

HH#H

END OF PART |, RECOLOGY 2015 COMPENSATION APPLICATION
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SBWMA Questions and Comments to the Recology 2015
Application for an Adjustment to Contractor’'s Compensation

The following provides the SBWMA'’s questions and comments on
Part 1l of Recology’s 2015 Compensation Application.

Pages 1-9

e Please include columns to show totals by Member Agency as appropriate in each
of these tables (e.g., number of containers, hours, routes, vehicles).

Page 5

e Please clarify how the percentages shown in Table 5 are derived. For example,
are these weekly set-out rates or the average set-out rate calculated over the
four week period denoted? In addition, please explain what is meant by “set-out
rate” means.

Page 10

e Please explain the impact on Recology’s compensation due to the changes
associated with a reduction in personnel (a total of 5 fewer from 2014) and the
movement of employees into and out of various job categories.

For example, in the 2014 Application Recology denotes there are 24
“Commercial Drivers” and the 2015 Application Recology shows 57; in the 2014
Application Recology denotes there are 8 “Accounting Clerks” and the 2015
Application shows 3.

¢ In addition, the Recology Applications for 2012, 2013 and 2014 denote a
“Recycling Manager” and “Other: Recycling Coordinator” positions; however, the
2015 Application now appears to characterize these positions as “Waste Zero
Manager” and “Waste Zero Specialist.” Please confirm that these positions are
those required as prescribed in Section 7.04 of the Franchise Agreement(s) who
are specifically dedicated to the Commercial Recycling Promotion Program.

Page 1 of 2
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Pages 11-12

e These pages should be revised to include the page numbers of the sections
listed.

e These pages have been revised with the recommended revisions highlighted in
yellow (see attached).

o The “Depreciation Schedule” explanation is moved to the end and labeled
as schedule “L".

0 Please note there is no schedule “I” and elimination of this schedule is
explained.

0 Schedule “D” is also moved and an explanation is provided.

0 The text for section “G. Member Agency Facilities” includes a typo
reiterating the word “provides.” Now corrected.

o0 Section K, Detalil 4, includes a typo in the second sentence. The word “is”
should be replaced with “are,” as follows: “The calculations used to adjust
costs by the annual average percentage change in various indices are
included in attachments "H. Index Calcs" worksheet”.” (Now corrected.)

Pages 18-19 and 31-71

e The tables on these pages have the wrong column headers. They should be
labeled “2015” instead of “2013” or “2014".

Page 20-21

e Schedule “H. Indexes for Compensation Adjustment” — The text in the yellow
boxes states: “Year Three Adjustment Factor.” However, this should more
accurately state “percentage change” and also perhaps denote that this is for
Rate Year 5.

Pages 30-69

e Please explain where in the Application the “Statistics Used for Cost Allocation”
for the “Two On-Call Collection Events” is provided.

o Specifically, please explain where in the Application the data is provided
that ties to the “City # of Accounts,” “City # of route hours/year” and “City
Containers in Service” statistics used throughout Attachment N, Schedule
D.

Page 85

e This table should be revised to include the Liquidated Damages related
deduction in the Performance Incentive payment due to Recology in accordance
with the comments provided for Part I, section 1.2.

Page 2 of 2
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SBWMA Questions and Comments to the Recology 2015
Application for an Adjustment to Contractor’'s Compensation

The following provides the SBWMA'’s questions and comments on
Part Il of Recology’s 2015 Compensation Application.

RECOLOGY’'S JUYLY 30, 2014 RESPONSES HIGHLIGHTED

Pages 1-9

e Please include columns to show totals by Member Agency as appropriate in each
of these tables (e.g., number of containers, hours, routes, vehicles).

RECOLOGY RESPONSE: Totals added on pages 2, 3, 4 and 6.

Page 5

e Please clarify how the percentages shown in Table 5 are derived. For example,
are these weekly set-out rates or the average set-out rate calculated over the
four week period denoted? In addition, please explain what is meant by “set-out
rate” means.

RECOLOGY RESPONSE: Done.

Page 10

e Please explain the impact on Recology’s compensation due to the changes
associated with a reduction in personnel (a total of 5 fewer from 2014) and the
movement of employees into and out of various job categories.

RECOLOGY RESPONSE: There is no impact to Recology’s compensation.
For example, in the 2014 Application Recology denotes there are 24
“Commercial Drivers” and the 2015 Application Recology shows 57; in the 2014

Application Recology denotes there are 8 “Accounting Clerks” and the 2015
Application shows 3.

Page 1 of 3
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RECOLOGY RESPONSE:
The difference in commercial drivers relates to internal classifications.

The 8 accounting clerks are presented under accounting clerks, accounting receivable
clerks and maintenance clerks.

e In addition, the Recology Applications for 2012, 2013 and 2014 denote a
“Recycling Manager” and “Other: Recycling Coordinator” positions; however, the
2015 Application now appears to characterize these positions as “Waste Zero
Manager” and “Waste Zero Specialist.” Please confirm that these positions are
those required as prescribed in Section 7.04 of the Franchise Agreement(s) who
are specifically dedicated to the Commercial Recycling Promotion Program.

RECOLOGY RESPONSE: Yes.

Pages 11-12

e These pages should be revised to include the page numbers of the sections
listed.

RECOLOGY RESPONSE: Done.

e These pages have been revised with the recommended revisions highlighted in
yellow (see attached).

o0 The “Depreciation Schedule” explanation is moved to the end and labeled
as schedule “L".

0 Please note there is no schedule “I” and elimination of this schedule is
explained.

0 Schedule “D” is also moved and an explanation is provided.

0 The text for section “G. Member Agency Facilities” includes a typo
reiterating the word “provides.” Now corrected.

0 Section K, Detall 4, includes a typo in the second sentence. The word “is”
should be replaced with “are,” as follows: “The calculations used to adjust
costs by the annual average percentage change in various indices are
included in attachments "H. Index Calcs" worksheet”.” (Now corrected.)

RECOLOGY RESPONSE: Done.

Pages 18-19 and 31-71

e The tables on these pages have the wrong column headers. They should be
labeled “2015” instead of “2013” or “2014".

RECOLOGY RESPONSE: Done.
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Page 20-21

e Schedule “H. Indexes for Compensation Adjustment” — The text in the yellow
boxes states: “Year Three Adjustment Factor.” However, this should more
accurately state “percentage change” and also perhaps denote that this is for
Rate Year 5.

RECOLOGY RESPONSE: Done.

Pages 30-69

e Please explain where in the Application the “Statistics Used for Cost Allocation”
for the “Two On-Call Collection Events” is provided.

o Specifically, please explain where in the Application the data is provided
that ties to the “City # of Accounts,” “City # of route hours/year” and “City
Containers in Service” statistics used throughout Attachment N, Schedule
D.

RECOLOGY RESPONSE:
On-Call collection events are not regularly scheduled. Route hour data is
not tracked, therefore route labor hours as presented in Table 8 are used

as route hours.

The number of annualized events is used as the number of accounts and
the number of containers.

Page 85

e This table should be revised to include the Liquidated Damages related
deduction in the Performance Incentive payment due to Recology in accordance
with the comments provided for Part |, section 1.2.

RECOLOGY RESPONSE: Done.
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APPENDIX C

MEMBER AGENCY COMMENTS AND
QUESTIONS ON RECOLOGY 2015
COMPENSATION APPLICATION WITH
RECOLOGY’S RESPONSES

SBWMA FINAL REPORT REVIEWING
THE 2015 RECOLOGY
COMPENSATION APPLICATION

September 18, 2014
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COUNTYor SAN MATEO Dracor
DEPARTMENT OF PUBLIC WORKS

County Government Center
555 County Center, 5" Floor
650-363-4100 T
650-361-8220
WWW.SMCgov.org

Mr. Kevin McCarthy

Executive Director

South Bayside Waste Management Authority
610 Elm Street, Suite 202

San Carlos, CA 94070

Dear Mr. McCarthy:

Re:  County of San Mateo Comments on the Recology San Mateo County Rate Year 2015
Application For Contractor’s Compensation Adjustment, June 15,2014, Attachments 1
and 2

The purpose of this correspondence is to provide comments from the County of San Mateo on the
following report:

Recology San Mateo County Rate Year 2015 Application For Contractor’s Compensation
Adjustment, June 15,2014

We understand that the SBWMA Board Members and member agencies are required to submit their
comments to SBWMA in writing on or before July 8, 2014. Our questions, comments, and concerns
are contained in the attached table, entitled “County of San Mateo Comments on the Recology San
Mateo County Rate Year 2015 Application For Contractor’s Compensation Adjustment, June 15,
2014”,

[f you have any questions, please do not hesitate to contact Joe La Mariana, Lillian Clark, or me a call
at 650-363-4100.

\{ﬁ-‘f truly yours,
A &{— R~

Ann M. Stillman
Deputy Director
Engineering and Resource Protection
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Page 2.

Re: County of San Mateo Comments on the Recology San Mateo County Rate Year 2015
Application For Contractor’s Compensation Adjustment, June 15, 2014, Attachments 1
and 2

AMS:LC

F-246 (8)

\\Pwadf01\data\users\ewms\05 Staff Reports,Resos,Ordinances\Outside Dept Memos\SBWMA\Rate Review 14-15\Letter to SBWMA Comments on the
2015 Rate Application 07-03-14.docx

Encl: County of San Mateo Comments on the Recology San Mateo County Rate Year 2015
Application For Contractor’s Compensation Adjustment, June 15, 2014

cc:  Mario Puccinelli, General Manager, Recology San Mateo County
James C. Porter, P.E., Director, Department of Public Works
Joe La Mariana, Waste Management and Environmental Services Manager
Lillian Clark, Resource Conservation Programs Manager
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County of San Mateo Comments on the Recology San Mateo County Rate Year 2015 Application For
Contractor’s Compensation Adjustment, June 15, 2014

Section

Comment

Response from Recology

Part I: Executive Summary, Page 3, (Page 3 of
4), Percentage of Contractor’s Compensation
Total Cost Allocation

Please explain in more detail the 2015 Cost
Allocation increase for North Fair Oaks of
4.03%. It appears that this number is quoted
at 4.02% on page 29.

The correct number is the 4.03% represented
on page 3. The 4.02% number and the
$68,137 that are stated on page 29 will be
corrected to 4.03% and $68,376.

Part I:Annual Revenue Reconciliation page 21,
Table H (page 4 of 4),

Please provide the details for the revenue in
NFO and the County franchised area, indicating
the new cart fee revenue for organics and
recycling for both areas. In addition, for NFO
please breakout what is billed on the tax rolls
versus what Recology is billing. This detail is
needed in order for the County to determine if
Table H is correct.

New cart fee revenue for organics and
recycling began in 2014. The revenue
reconciliation in Table H is for year 2013 and
therefore contains no new cart fee revenue.
For NFO $1,240,421 is tax roll billing and
$1,292,821 is billed by Recology in 2013.

Part I: Allocation of Costs to The Member
Agencies North Fair Oaks (CSA 8) page 29,
(page 8 of 11)

Please provide the page or Table for the
percentages shown in the paragraph.

Overall variance increase of 4.02%, (as noted in
Table XX, page XX).

The overall increase percentage is in Table
M, page 27. The percentages for
MFD/Commercial solid waste route labor
hours are in Appendix 1-2, page 36. The
percentages for 2014 and 2015 are
calculated from MFD/Commercial solid
waste bin hours in Appendix 1-2, page 36.

Part Il: Operation Information,
Annual Route Hours by Line of Business, Table
7, page 7, (Page 1 of 1

Please provide an explanation on why the
Annual Route Labor Hours increased 18.5% for
Single-Family Recyclable materials in North Fair
Oaks, if the numbers of accounts have
decreased by -0.2%?

Upon review of the data, it appears as
though on May 5, 2014, the route took
approximately 1.5 hours more to service the
route. This in turn increased the route hour
average, thus the increase. Conversely, NFO
saw a significant decline in their SFD organic
collection LOB.

Part Il: Operation Information, Annual Route

Please provide an explanation on why the

Upon review of the data, it appears as
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Hours by Line of Business, Table 8, page 8
(Page 1 of 1)

Annual Route Labor Hours by Line of Business
increased by 11.5% for Single-Family
Recyclable materials in North Fair Oaks and,
MFD and Commercial Organics carts by 20.4%

though on May 5, 2014, the route took
approximately 1.5 hours more to service the
route. This in turn increased the route hour
average, thus the increase. Conversely, NFO
saw a significant decline in their SFD organic
collection LOB.

Section

Comment

Response from Recology

Part Il: Calculation of Contractor’s
Compensation for Rate Year 2015, Attachment
N-J, Service Metrics Used for Cost Allocation by
Member Agency, page 22, (1 of 1)

North Fair Oaks Column

Please provide an explanation for the increase
in Commercial and MFD Total Route Labor
hours, for North Fair Oaks. Comparatively,
Menlo Park increased 20 accounts for
MFD/Commercial, which increased Route
Labor Hours 171; the overall increase was of
1.8%. North Fair Oaks increased 12 accounts,
an increase of 175 labor hours and the Total
Route labor Hours increased was 6%?
Compared to Menlo Park, this increase seems
disproportionate.

Number of accounts do not equate equally
to route labor hours as they do in the
residential curbside collection LOB. Menlo
Park bin placements and commercial account
proximity to one another lends itself to
more efficient collection service. Due to cart
and bin placement challenges due to both
logistical and structural factors, servicing
accounts in NFO generally is more labor
intensive.

Part Il: Calculation of Contractor’s
Compensation for Rate Year 2015, Attachment
N-J Service Metrics Used for Cost Allocation by
Member Agency, page 22, (1 of 1),
Unincorporated County Column

Commercial and MFD Please provide a detailed
explanation for the increase in the Route Labor
hours of 10.0%?

Please provide details for the increase in lifts
for the Agency Facility Services of 71.4%,

The Unincorporated County column has the
word “Total” in it. This appears to be an error.
If so, please remove.

Commercial and MFD Route Labor hours
increases are in the recycling and organics
LOB. The increase in Route Labor Hours in
the Commercial and MFD organics is largely
attributed to a year over year increase of 312
lifts. In the Commercial and MFD Recycling
LOB, we identified an error and have made
the corrections. Route labor hours in this
category have been adjusted to a reduction
of .8% from the 10%.

The additional lifts relate to service for two
additional 96 gal organics carts, two
additional 64 gal recycling carts and one
additional 32 gal recycling cart all at Coyote
Point Park. These services/lifts are additional
over last year.
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The word “Total” is removed.

Table of County of San Mateo Comments on the Recology San Mateo County Rate Year 2015 Application For Contractor.docx
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Cliff Feldman

From: Laura Galli <lgalli@fostercity.org>

Sent: Wednesday, July 09, 2014 3:41 PM

To: Mario Puccinelli

Subject: FW: SBWMA Questions and Comments to Recology 2015 Compensation Application
Attachments: FC year over year.pdf

Mario,

Will the mistake on page 29 of the report (see attached) affect Foster City’s overall allocation
assignment of 5.96% for 2015, and ultimately our -5.0% variance?

I attached the supporting documents for Foster City, because | tried to follow how the operational
statistics for MFD’s/commercial could go up, and it looks for the most part they all went down (which
may just mean the data was reported incorrectly on page 29). Here’s to hoping that’s true.

Also why don’t you show the year over year change for the table for the # of containers as in the other
3 types of operational statistics (ie. Route hours, route labor hours, and # Accounts)?

Thanks,
Laura

From: Cyndi Urman [mailto:curman@rethinkwaste.org]

Sent: Tuesday, July 08, 2014 2:58 PM

To: Mario Puccinelli

Cc: Cyndi Urman; Mark Arsenault; Mike Kelly (mkelly@recology.com); ccollins@recology.com; Cliff Feldman; Faustina
Mututa; Heather Co; Hilary Gans; Kevin McCarthy; Marshall Moran; Monica Devincenzi; Afshin Oskoui; Carol Augustine;
Brad Underwood; Gary Delesus; George Rodericks City Manager Atherton; Jay Walter; Jim Porter (jporter@smcgov.org);
Joe La Mariana (jlamariana@smcgov.org); John Doughty; John Simonetti; Kathy Leroux; Laura Galli; Mike Gibbons; Phil
Scott; Randy Schwartz; Roxanne Murray; Sergio Ramirez; Alicia Aguirre; Alvin Royse; Art Kiesel; Bill Widmer; Bob
Lanzone; Cameron Johnson; Cary Wiest; Catherine Carlton; Charles Stone; Charlie Bronitsky; Don Horsley; Edward Moritz
(WBSD); Fran Dehn (WBSD); City Attorney; Jerry Deal; Jess Benton; Joe Goethals; Lisa Yarbrough-Gauthier; Mark Olbert;
Michael Brownrigg; Peter Ohtaki; Robert Ross; Ruben Abrica (rabrica@cityofepa.org); Warren Slocum

Subject: SBWMA Questions and Comments to Recology 2015 Compensation Application

Dear Mr. Puccinelli,

In accordance with the schedule to conduct a review of the Recology 2015 Compensation Application, attached please
find the SBWMA'’s questions and comments.

Our feedback to Part | is provided in redline format to the narrative submitted by Recology and our comments to Part I|
are included at the end of this document.

| thank you in advance for your consideration of our questions and comments and look forward to discussing these with
you and your staff in the coming weeks.

If you have any questions or concerns, please do not hesitate to contact me.

Thank you,
Cliff
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Cliff Feldman, Recycling Programs Manager ‘ i
Phone: 650.802.3502 Fax: 650.802.3501 u
610 Elm Street, Suite 202, San Carlos, CA 94070 |

From: Cyndi Urman

Sent: Thursday, June 26, 2014 9:34 AM

To: Cyndi Urman

Cc: Cliff Feldman; Faustina Mututa; Heather Co; Hilary Gans; Kevin McCarthy; Marshall Moran; Monica Devincenzi
Subject: Schedule to Review Recology 2015 Compensation Application

Dear Board Members and Staff,

This is a friendly reminder providing the schedule (see below) to complete our collective review and analysis of
Recology’s 2015 Application for an Adjustment

to Contractor’s Compensation. This schedule is also included in the monthly staff update in the Board packet. The
upcoming milestone of July 8" is for the

Member Agencies and the JPA to provide written comments to Recology on their compensation application; the
application was provided on June 13" to

all Member Agencies and the SBWMA.

This review process concludes with consideration of the SBWMA's Final Report on Review of Recology’s 2015
Application at the September 25, 2014 Board meeting.

June 13, 2014 Recology 2015 Compensation Application Submitted to Member Agencies and
SBWMA

July 8, 2014 Member Agencies and SBWMA Comments Due to Recology
Revised Recology 2015 Compensation Application Submitted to Member
Agencies and SBWMA
SBWMA Draft Report on Review of the Recology 2015 Compensation
Application Issued to Member Agencies

August 29, 2014 Member Agencies Written Comments on SBWMA Draft Report Due
September 11, 2014 SBWMA Special Board Meeting: Presentation by Staff and Discussion
SBWMA lIssues Final Report on Review of the Recology 2015 Compensation
Application to Board
SBWMA Board Meeting: Consideration of SBWMA Final Report on Review of the
Recology 2015 Compensation Application

July 30, 2014

August 15, 2014

September 18, 2014

September 25, 2014

If you have any questions regarding the review process, please do not hesitate to give me a call at (650) 802-3502.

Thank you,
Cliff

Cliff Feldman, Recycling Programs Manager | i
Phone: 650.802.3502 Fax: 650.802.3501 u
610 Elm Street, Suite 202, San Carlos, CA 94070 5
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Cliff Feldman

From: Mario Puccinelli <MPuccinelli@recology.com>

Sent: Tuesday, July 15, 2014 11:42 AM

To: Cliff Feldman

Subject: RE: Questions/Comments on Compensation Application

Attachments: FW: SBWMA Questions and Comments to Recology 2015 Compensation Application

Laura pointed out a discrepancy on some stats that look as though may have been inverted on one of our
tables on page 29 (attached). We will confirm and change the table once we delve into the data.

That is the only inquiry.

From: Cliff Feldman [mailto:cfeldman@rethinkwaste.orq]
Sent: Tuesday, July 15, 2014 10:58 AM

To: Mario Puccinelli

Subject: Questions/Comments on Compensation Application

Hi Mario,

| understand the County submitted questions on Recology’s Compensation Application, but I’'m not aware that any other
Member Agencies did. Please confirm if there are others and if so, please forward these questions/comments.

Thanks,
Cliff

Cliff Feldman, Recycling Programs Manager ‘ i
Phone: 650.802.3502 Fax: 650.802.3501 u
610 Elm Street, Suite 202, San Carlos, CA 94070 | |
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APPENDIX D

MEMBER AGENCY VARIANCE
ANALYSIS OF TOTAL COLLECTION
COST AND RATE IMPACT

SBWMA FINAL REPORT REVIEWING
THE 2015 RECOLOGY
COMPENSATION APPLICATION

September 18, 2014
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SBWMA TOTAL

2015 Variance

2015 vs 2015 vs %
2014 Estimated | 2015 Estimated 2014 Change 2014 % Rate Impact
Estimated Revenue (Before Rate Increase) $98,758,368
Projected Collection Revenue (After Rate Increase) $98,750,452
2014 Base Revenue Surplus / <Shortfall> $1,135,259 -1.1%
Base Compensation 0.4%
Agency Specific Contract Changes 0.0%

Incentives / Disincentives

Other Pass-Through Costs

Disposal & Processing Fees $25,923,251 $25,918,674 ($4,577) 0.0% 0.0%
Agency Franchise & Other Fees $14,113,827 $14,131,238 $17,410 0.1% 0.0%
Subtotal Other Pass-Through Costs $40,037,079 $40,049,912 $12,833 0.0% 0.0%
0.2%
2014 Estimated Surplus / <Shortfall> $1,127,343
2015 Estimated Surplus / <Shortfall> $984,954
-1.0% -1.0%

Required Revenue Adjustment

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

SBWMA
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Atherton

2015 Variance

2015vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $3,124,450
Projected Collection Revenue (After Rate Increase) $3,124,829
2014 Base Revenue Surplus / <Shortfall> $378,283 -12.1%
Base Compensation -1.1%
Incentives / Disincentives -0.1%
-1.3%
Other Pass-Through Costs
Disposal & Processing Fees $925,979 $909,848 ($16,130) -1.7% -0.5%
Agency Franchise & Other Fees $319,995 $319,995 $0 0.0% 0.0%
Subtotal Other Pass-Through Costs $1,245,974 $1,229,844 ($16,130) -1.3% -0.5%
-1.8%
2014 Estimated Surplus / <Shortfall> $378,661
2015 Estimated Surplus / <Shortfall> $433,532
-13.9% -13.9%

Required Revenue Adjustment

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

Atherton
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Belmont

2015 Variance

2015 vs 201412015 vs 2014 %
2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $7,077,416
Projected Collection Revenue (After Rate Increase) $7,078,774
2014 Base Revenue Surplus / <Shortfall> $150,018 -2.1%
Base Compensation -0.4%
Incentives / Disincentives -0.1%
-0.6%
Other Pass-Through Costs
Disposal & Processing Fees $1,362,408 $1,358,146 ($4,261) -0.3% -0.1%
Agency Franchise & Other Fees $1,903,020 $1,904,142 $1,122 0.1% 0.0%
Subtotal Other Pass-Through Costs $3,265,428 $3,262,288 ($3,139) -0.1% 0.0%
-0.6%
2014 Estimated Surplus / <Shortfall> $151,377
2015 Estimated Surplus / <Shortfall> $194,149
-2.7% -2.7%

Required Revenue Adjustment

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is subject

to Board Approval.

Belmont
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Burlingame

2015 Variance

2015vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $10,629,807
Projected Collection Revenue (After Rate Increase) $10,631,694
2014 Base Revenue Surplus / <Shortfall> $52,587 -0.5%
Base Compensation 0.5%
Incentives / Disincentives -0.2%
0.3%
Other Pass-Through Costs
Disposal & Processing Fees $2,922,109 $2,944,680 $22,571 0.8% 0.2%
Agency Franchise & Other Fees $1,952,487 $1,953,515 $1,028 0.1% 0.0%
Subtotal Other Pass-Through Costs $4,874,596 $4,898,195 $23,599 0.5% 0.2%
0.5%
2014 Estimated Surplus / <Shortfall> $54,475
2015 Estimated Surplus / <Shortfall> $2,294
0.0% 0.0%

Required Revenue Adjustment

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

Burlingame
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E Palo Alto

2015 Variance

2015vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $4,650,501
Projected Collection Revenue (After Rate Increase) $4,616,883
2014 Base Revenue Surplus / <Shortfall> ($42,491) 0.9%
Base Compensation 0.9%
Incentives / Disincentives -0.3%
0.6%
Other Pass-Through Costs
Disposal & Processing Fees $1,513,500 $1,527,668 $14,169 0.9% 0.3%
Agency Franchise & Other Fees $797,926 $798,770 $845 0.1% 0.0%
Subtotal Other Pass-Through Costs $2,311,425 $2,326,439 $15,014 0.6% 0.3%
1.0%
2014 Estimated Surplus / <Shortfall> ($76,110)
2015 Estimated Surplus / <Shortfall> ($86,886)
1.9% 1.9%

Required Revenue Adjustment

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

East Palo Alto
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Foster City

2015 Variance

2015 vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $5,034,247
Projected Collection Revenue (After Rate Increase) $5,034,695
2014 Base Revenue Surplus / <Shortfall> ($452,468) 9.0%
Base Compensation -3.20%
Incentives / Disincentives -0.3%
-3.5%
Other Pass-Through Costs
Disposal & Processing Fees $1,467,288 $1,455,665 ($11,623) -0.8% -0.2%
Agency Franchise & Other Fees $377,477 $376,130 ($1,348) -0.4% 0.0%
Subtotal Other Pass-Through Costs $1,844,765 $1,831,795 ($12,971) -0.7% -0.3%
-3.7%
2014 Estimated Surplus / <Shortfall> ($452,020)
2015 Estimated Surplus / <Shortfall> ($263,901)
Required Revenue Adjustment 5.2% 5.2%

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

Foster City
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Hillsborough
2015 Variance
2015 vs 2014 |2015 vs 2014 %
2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $3,194,264
Projected Collection Revenue (After Rate Increase) $3,194,404
2014 Base Revenue Surplus / <Shortfall> $224,825 -7.0%
Base Compensation 0.5%
Agency Specific Contract Changes -0.1%
Incentives / Disincentives -0.2%
0.2%
Other Pass-Through Costs
Disposal & Processing Fees $698,055 $700,156 $2,100 0.3% 0.1%
Agency Franchise & Other Fees $308,590 $309,029 $439 0.1% 0.0%
Subtotal Other Pass-Through Costs $1,006,645 $1,009,184 $2,539 0.3% 0.1%
0.2%
2014 Estimated Surplus / <Shortfall> $224,966
2015 Estimated Surplus / <Shortfall> $217,493
Required Revenue Adjustment -6.8% -6.8%

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is
subject to Board Approval.

Hillsborough
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Menlo Park

2015 Variance

2015 vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $10,188,615
Projected Collection Revenue (After Rate Increase) $10,191,074
2014 Base Revenue Surplus / <Shortfall> ($10,040) 0.1%
Base Compensation 0.3%
Agency Specific Contract Changes 0.0%
Incentives / Disincentives -0.2%
0.1%
Other Pass-Through Costs
Disposal & Processing Fees $2,678,109 $2,658,278 ($19,831) -0.7% -0.2%
Agency Franchise & Other Fees $1,693,542 $1,694,860 $1,318 0.1% 0.0%
Subtotal Other Pass-Through Costs $4,371,651 $4,353,138 ($18,513) -0.4% -0.2%
-0.1%
2014 Estimated Surplus / <Shortfall> ($7,581)
2015 Estimated Surplus / <Shortfall> ($3,105)
Required Revenue Adjustment 0.0% 0.0%

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

Menlo Park
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Menlo Park
2015 Variance

2015 vs 2014 (2015 vs 2014 %
2014 Estimated 2015 Estimated Change % Rate Impact

Menlo Park
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North Fair Oaks

2015 Variance

2015 vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $2,655,892
Projected Collection Revenue (After Rate Increase) $2,651,071
2014 Base Revenue Surplus / <Shortfall> $45,815 -1.7%
Base Compensation 3.0%
Incentives / Disincentives -0.2%
2.8%
Other Pass-Through Costs
Disposal & Processing Fees $772,135 $777,105 $4,970 0.6% 0.2%
Agency Franchise & Other Fees $140,866 $141,455 $589 0.4% 0.0%
Subtotal Other Pass-Through Costs $913,002 $918,560 $5,559 0.6% 0.2%
3.0%
2014 Estimated Surplus / <Shortfall> $40,994
2015 Estimated Surplus / <Shortfall> ($33,326)
1.3% 1.3%

Required Revenue Adjustment

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

North Fair Oaks
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Redwood City
2015 Variance
2015 vs 2014 2015 vs 2014 %
2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $18,010,818
Projected Collection Revenue (After Rate Increase) $18,011,913
2014 Base Revenue Surplus / <Shortfall> $277,798 -1.5%
Base Compensation 1.9%
Incentives / Disincentives -0.2%
1.7%
Other Pass-Through Costs
Disposal & Processing Fees $5,007,167 $5,006,359 ($808) 0.0% 0.0%
Agency Franchise & Other Fees $2,466,104 $2,466,104 $0 0.0% 0.0%
Subtotal Other Pass-Through Costs $7,473,270 $7,472,462 ($808) 0.0% 0.0%
1.7%
2014 Estimated Surplus / <Shortfall> $278,893
2015 Estimated Surplus / <Shortfall> ($22,817)
Required Revenue Adjustment 0.1% 0.1%

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is
subject to Board Approval.

Redwood City
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San Carlos

2015 Variance

2015 vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $8,094,326
Projected Collection Revenue (After Rate Increase) $8,095,913
2014 Base Revenue Surplus / <Shortfall> $77,845 -1.0%
Base Compensation -1.2%
Agency Specific Contract Changes 0.0%
Incentives / Disincentives -0.2%
-1.4%
Other Pass-Through Costs
Disposal & Processing Fees $1,870,192 $1,853,551 ($16,641) -0.9% -0.2%
Agency Franchise & Other Fees $939,442 $942,799 $3,358 0.4% 0.0%
Subtotal Other Pass-Through Costs $2,809,634 $2,796,350 ($13,284) -0.5% -0.2%
-1.6%
2014 Estimated Surplus / <Shortfall> $79,432
2015 Estimated Surplus / <Shortfall> $207,721
Required Revenue Adjustment -2.6% -2.6%

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

San Carlos
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San Mateo

2015 Variance

2015 vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $21,408,361
Projected Collection Revenue (After Rate Increase) $21,414,620
2014 Base Revenue Surplus / <Shortfall> $350,772 -1.6%
Base Compensation 0.7%
Incentives / Disincentives -0.2%
0.4%
Other Pass-Through Costs
Disposal & Processing Fees $5,550,913 $5,570,972 $20,059 0.4% 0.1%
Agency Franchise & Other Fees $2,938,991 $2,948,826 $9,835 0.3% 0.0%
Subtotal Other Pass-Through Costs $8,489,904 $8,519,798 $29,894 0.4% 0.1%
0.6%
2014 Estimated Surplus / <Shortfall> $357,031
2015 Estimated Surplus / <Shortfall> $225,775
-1.1% -1.1%

Required Revenue Adjustment

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

San Mateo
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Unincorporated County

2015 Variance

2015 vs 2014

2015 vs 2014

%

Required Revenue Adjustment

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $3,187,818
Projected Collection Revenue (After Rate Increase) $3,202,424
2014 Base Revenue Surplus / <Shortfall> $46,693 -1.5%
Base Compensation -1.1%
Incentives / Disincentives 0.0%
-1.1%
Other Pass-Through Costs
Disposal & Processing Fees $780,141 $783,940 $3,799 0.5% 0.1%
Agency Franchise & Other Fees $179,013 $178,976 ($37) 0.0% 0.0%
Subtotal Other Pass-Through Costs $959,154 $962,915 $3,762 0.4% 0.1%
-1.0%
2014 Estimated Surplus / <Shortfall> $61,299
2015 Estimated Surplus / <Shortfall> $77,641
-2.4% -2.4%

subject to Board Approval.

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

Unincorp
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West Bay

2015 Variance

2015 vs 2014

2015 vs 2014

%

2014 Estimated 2015 Estimated Change % Rate Impact
Estimated Revenue (Before Rate Increase) $1,501,854
Projected Collection Revenue (After Rate Increase) $1,502,156
2014 Base Revenue Surplus / <Shortfall> $35,624 -2.4%
Base Compensation 0.7%
Incentives / Disincentives -0.6%
0.1%
Other Pass-Through Costs
Disposal & Processing Fees $375,256 $372,306 ($2,950) -0.8% -0.2%
Agency Franchise & Other Fees $96,375 $96,637 $262 0.3% 0.0%
Subtotal Other Pass-Through Costs $471,631 $468,944 ($2,687) -0.6% -0.2%
-0.1%
2014 Estimated Surplus / <Shortfall> $35,926
2015 Estimated Surplus / <Shortfall> $36,384
Required Revenue Adjustment -2.4% -2.4%

All numbers above are current estimates except 2014 Contractor's (Recology) Compensation which is final and 2015 Contractor's Compensation which is

subject to Board Approval.

West Bay
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